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...another expanding sales area 
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Massive laminated structural supports that provide and in hundreds of industrial processes. Plywood 
flexibility in the design of auditoriums, schools, production, which utilizes resin adhesives as bonding 
churches and commercial buildings depend on agents, has nearly doubled in the past five years. 


synthetic adhesives with exceptional strength and 
weather resistant qualities. 


Continuing developments are creating important new 
applications for resin adhesives in virtually every 


Increasing in demand are numerous American- industry today. Through its pioneering, research and 
Marietta resin adhesive products used in the manu- service to customers, American-Marietta has be- 
facture of plywood, hardboard, paper, insulation come one of the nation’s leading suppliers in this field. 


The startling dimensions of America’s economic growth and expanding 
markets have been projected in a special report, ““The Years Ahead: 1960 To 
1975.” The significant conclusions of this professional study have far-reaching 
implications for every thoughtful executive. You are invited to send for a copy. 
Address Department YA, American-Marietta Company, Chicago 11, Illinois. 
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The Trend of Events 


THE RUSSIANS STAGE A TRAVESTY — AND WE TURN IT 
INTO A DRAMA ... If it wasn’t for the fact that 
newspapers — coming out every single day and 
obliged to conjecture about this and that because 
they have space to fill — I doubt whether the spy- 
plane incident would have created such a furor. 
Neither would the spotlight have been played upon 
the original clumsiness displayed in dealing with the 
situation when the news broke for mistakes of 
judgment are always made when someone who is 
suddenly thrown on the defensive makes off-the-cuff 
explanations. 

And now that the first din has abated, the whole 
thing looks phony, and more and more gives evidence 
of having been a deliberate and dramatic move by 
Khrushchev toward his cher- 
ished goal of breaking up the 








to Russian territory before we were stopped, an ac- 
complishment that showed up the gaps in the Soviet 
defense perimeter, despite Communist propaganda 
regarding the high level of their preparedness and 
their boasts that no airplane could penetrate their 
defense. 

It must have been a surprise to the Russian people 
to learn the truth, in the light of the widely adver- 
tised scientific and industrial supremacy their lead- 
ers boast of. 

To what extent the evidence Russia claims to have, 
was manufactured by propagandists to establish the 
fact that they possess a “remarkable” rocket, has not 
yet been disclosed. But it does seem that a plane hit 
by this “amazing” weapon would disintegrate in the 
air without leaving a vestige 
of the wreckage which 





circle of American bases on 
the Soviet borders and dis- 
organizing NATO. 

However, in doing so, he 
evidently lost sight of the fact 
that the Russian people and 
his stooges in the satellite 
countries, would become 
alarmed that the United 


States could fly 1,300 miles in- [79/47 feature. 





We call the attention of the reader to 
our Trend Forecaster, which appears as 
a regular feature of the Business Ana- 
lyst. This department presents a valu- 
able market analysis of importance to 
investors and business men. To keep 
abreast of the forces that may shape 
tomorrow's markets, don’t 


Khrushchey declares to be 
that of the U-2 — and es- 
pecially after falling some 
60,000 feet out of the sky! 

In fact, disbelief has been 
expressed by the American 
designer of the plane, who 
declares the photographs bear 
no resemblance whatever to 
our U-2, but look rather like 


miss this 
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the model of a Russian plane with which he is 
familiar. 

Another surprising bit of news was to learn from 
Mr. Khrushchev that the pilot floated down to earth 
carrying all the photographs he had taken, instead 
of destroying them, even though, according to Mr. 
Khrushchev, he “ignored his instructions (?) to 
commit suicide” if he was shot down. More likely it 
is possible that the pilot blacked-out, as was first 
suggested, and the plane fell a considerable distance 
before it crash-landed, and the pilot was revived 
when captured by the Russians in an unconscious 
state, his gear, photographs and equipment intact. 

Altogether, the Russian version of this incident 
looks like a story planted for a purpose, since the 
practice of espionage in one form or another has 
been carried on by the Soviet Union throughout the 
world—and in every country these many years past. 

Mr. Khrushchev was putting on a great act when 
he threw up his hands in hypocritical horror at the 
“very idea of spying’ on the same day that the 
Swiss Government expelled two Russian Embassy 
officials caught red-handed trying to obtain infor- 
mation on Swiss Army installations and West Ger- 
man missile-launching sites. - 

For years now the world has been rocked by one 
exposure after another of Soviet spying. In our own 
country the most recent case was that of Colonel 
Abel, top Soviet spy, trapped in 1957 and recently 
tried and sentenced to 30 years imprisonment. And 
just the other day our government charged specific- 
ally that 45% of the Czech Embassy was engaged 
in espionage, and that the intrigue had reached 
tremendous proportions and should be stopped. Then 
we have the furors of sensational cases, such as that 
of Gouzenko in Canada Fuchs in Britain — the 
murder of Trotsky in Mexico, whose assassin was 
just released and taken home by two Czech diplo- 
mats. Since it is rumored he was offered $100,000 
to tell the story of the assassination, we wonder how 
long he will be permitted to live. 

With the many blatant spying incidents un- 
covered, it seems unrealistic that there should be any 








need to defend any of our own Intelligence activi- 
ties. No sound basis whatever exists for confidence 
in Russian integrity. Her “peaceful intentions” are 


exposed for what they are in Cuba — her under- 
cover operations in this hemisphere — in South 
America Alaska in fact, throughout the entire 








free world and among the uncommitted nations. 

Regardless of Khrushchev’s bombast, I believe the 
President will go to the Summit Meeting and take 
advantage of the propaganda opportunity available 
to him in the Open Sky Proposal, which he is bound 
to bring up forcibly, even though Gromyko has al- 
ready thundered a refusal to consider such a plan. 

This is because the President holds a trump-card 
in the U-2 incident, which so blatantly exposed the 
weakness in Russia’s defense position vis-a-vis the 
United States. It also opens up the possibility that 
Russia may have to undertake a costly special de- 
fense program which might well jeopardize Khrush- 
chev’s 7-Year Plan, upon which the people are count- 
ing for consumer goods. 

If it does not materialize, the disappointment will 
be keen, and the government can expect the rum- 
blings now in the incipient stage beneath the sur- 
face to erupt in open revolt. Thus Mr. K’s new ruble 
plan may have been announced for the purpose of 
reassuring the people that, despite any necessary 
increase in defense expenditures, sufficient funds 
will also be there for the promised consumer goods. 

(Because of its importance, Ruble Diplomacy is 
being dealt with separately in “As I See It!”’.) 

Since the above was written Thursday, May 12th, 
Khrushchev has torpedoed the Summit Conference, 
and withdrawn the invitation to President Eisen- 
hower to tour Russia as a guest of the Soviet Union. 

This was not unexpected, but his crude (to use 
Russia’s favorite word) and insulting manner in 
doing so, is clear evidence of his fear that President 
Eisenhower would use the opportunity to tell the 
Russian people the truth. Supplied with a wealth 
of material, the President can make a monkey of 
Khrushchev—and we are eagerly awaiting the next 
move. 








As 9 See Je! 


By Jack Bame 


FIRST CAME POLITICAL WAR — THEN ECONOMIC WARFARE — 
IS FINANCIAL BLACKMAIL NEXT? 


N another bold but as yet hazily defined move, 


Premier Khrushchev has announced that a new . 


“heavy” ruble will be introduced in January 1961, 
although no realistic basis exists for such a step. 
Undoubtedly, the new Ruble decree represents an- 
other piece of the always well-timed and integrated 
Soviet overall psychological warfare with which to 
confront the United States—this time at the Sum- 
mit meeting. 

What does the new proposal really mean? The 
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present ruble, officially defined at .222168 grams of 
fine gold since February 28, 1950, will be increased 
10 times in value. This would make the new official 
fine gold value 2.22168 grams, compared to the 
officia) U.S. dollar definition of .88867 grams of fine 
gold, which would make the new ruble equivalent 
te two-and-a-half American dollars. 

According to the plan, the old rubles would be 
turned in during the first three months of 1961, 10 
for each new unit. Prices and wages in the Soviet 
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Union are to be aligned in exactly the same pro- 
portion, thereby resulting in no change at all as 
far as the domestic Soviet economy is concerned 
... except for conserving the ink expended on en- 
tering an extra zero in bookkeeping procedure. 
One side-benefit of the reform would enable them 
to keep tabs on those who possess considerable 
amounts of ruble bank-notes or to throw some 
scare into “capitalistically-bent” Soviet-brand, black 
marketeers, who have sold their wares and ac- 
cumulated rubles — which will cease to be legal 
tender in March 1961. 
Some of these ‘‘en- 


might ask Mr. K. the following questions: 

—If the ruble is so sound and the U.S.S.1. so 
economically strong. why does the Soviet Union 
refrain from publishing any current monetary data 
—other than the familiar “percentage change” rou- 
tine— as all members of the I.M.F. do? 

— Why not reveal the size of the Russian gold 
stock ... gold production . . . the monetary circula- 
tion (even though these items are the object of 
tight central control and manipulation)? 

— Why not agree to the creation of a joint 
aid fund for underdevel- 
oped countries with no 





trepreneurs” might hesi- 
tate to turn in their 
rubles in the light of 
past experiences, such as 
the 1947 Stalin exchange 
of banknotes at a similar 
ten to one ratio, despite 
assurances by Mr. K. 
that there will be no 
limit on the amount of 
currency accepted for 
exchange. 

No doubt, however, 
that Soviet citizens in 
general, as did _ the 
French with the intro- 
duction of the “nouveau 
franc” at 100 new to one 
old unit, will view their 
new money as a sign of 
financial strength — and 
nominally “worth as 
much as or more than 
the dollar.” 

No sign has yet been 
given as to whether or 
not two rates of the 
ruble—now a basic 4 per 
dollar officially and 10 
per dollar for tourist ex- 
penditures — will con- 








Mr. K At Home 





strings attached? 

Other than presenting 
another so-called  bar- 
gaining item in East- 
West talks, the “new 
ruble” represents only a 
propaganda showpiece. 

> But Mr. K.’s hope 
or plans for making 
the ruble an interna- 
tional currency will 
not work so long as 
the Soviet Union does 
not express a_ real 
willingness to truly 
cooperate with other 
countries in expand- 
ing trade and finance, 
with no ifs, ands or 
buts involved. 

> It is a cold fact 

that the U.S.S.R. does 
NOT as yet account 
for a sufficient portion 
of world trade to have 
the ruble function as 
an international cur- 
rency, despite any new 
monetary decrees. 

Such a development 
must evolve and cannot 
come about from any 








tinue to exist. If a dual 
system continues, the 
tourist ruble would be 
equal to $1, the basic official ruble equivalent to $2.50. 


> There has been no mention, as yet, of any sort 
of convertibility of the new ruble into gold or any 
easing of the prohibitions and controls on export 
or import of Soviet banknotes. 


& External dealings, according to the sketchy 
information available, will not be affected by the 
ruble exchange as all Soviet prices will be ad- 
justed to the new value—and, as always, will con- 
tinue to be arbitrarily set by the Soviet adminis- 
tration. 

The main aspect seems to be a psychological one, 
and may have been designed to upset the monetary 
balance in retaliation for our refusal to grant the 
vast trade concessions and extensive credits Russia 
demanded of the U.S.A., and to demonstrate to the 
“uncommitted” nations and newly emerging inde- 
pendent states in Africa and elsewhere, that the 
ruble is more valuable than the dollar. Although 
this could undeniably add to Soviet prestige, we 
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With apologies to the New York Herald Tribune state proclamation. The 


fact that the ruble is 
traded on the black market in Russia at about 3 U.S. 
cents in exchange dealings for dollars or ‘‘decadent” 
Western consumer items is evident proof of this. 

Several other interesting questions remain un- 
answered, as yet: 

@ Will the other Soviet orbit currencies’ relation 
to the ruble be altered? 

@ Will Red China object to the new ruble being 
officially more valuable than her Yuan? 

@ Will the future schedule of ruble exchange 
parties for foreign currencies show any new 
“alignment” departures or remain relatively un- 
changed? 

@ Are the Soviets working towards an eventual 
arrangement to have foreign nations maintain ruble 
balances, convertible into gold, in Russia? 

These and other questions will be answered in 
due time. In any event, Mr. Khrushchev—and his 
monetary advisors—have again demonstrated their 
skill at financial public relations and press coverage 

. if nothing else. END 
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Groups For Summer Advance 


Sentiment helped by improvement in economic statistics encourages hope of a seasonal 
rebound in stock prices, but with continued indications that there is no change yet in the 
longer term trend. World tensions contributing to increased military spending on nuclear 
weapons provide favorable environment for selected aircrafts and electronics — but sum- 
mer rise, if it materializes, is likely to be highly selective. 


By A. T. MILLER 


RisinG temperatures at this season en- 
courage not only flowers and shrubs but also that 
perennial of the marketplace — the professional and 
semi-professional trader. By mid-May he looks ex- 
pectantly toward the approach of a summer ad- 
vance, if such a rise is to make its appearance on 
schedule. Sparked by the most favorable budget of 
economic statistics — higher employment and GNP 
and by a growing conviction that the prospect of 
curtailment in military spending — that has been 
expected to retard industrial activity — had been 
dissipated by the “spy” plane incident, stocks regis- 
tered distinct improvement last week. The recovery 
of the Industrial Average in the two weeks, of 
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almost 15 points from the “double bottom” around 
600, represented about the best sustained improve- 
ment of the year. Moreover, Friday’s brisk advance 
Was accompanied by an encouraging expansion in 
trading activity. What then are the prospects for a 
normal stock market upturn this year? 

If we are to have a healthy one, a traditional for- 
ward move may develop within the next few weeks. 
But already caution is evident, for the early signs of 
the rise began with stocks selling below $20 per 
share, indicating that traders were testing the mar- 
ket temperature with their toes. 

The erratic nature of Monday’s market on the 
news from Paris suggests that foreign developments 
may have considerable influence on the 
vigor of any move. Because it is clear 
that betterment will not be broad but 
selective, we are specifying the groups 
that appear capable of participating in a 
vital recovery, and set our reasoning 
forth briefly. Selected aircrafts which 
have been under pressure for months 
have reached levels that afford the hope 
of at least a moderate speculative re- 
bound. One hardly would be justified 
thus far to include all representatives 
of the industry in this category, but 
several of the strongest and a few sec- 
ondary issues that have been rehabili- 
tated appear to deserve consideration. 
(See our feature in the current issue.) 

Likewise, the air transport stocks show 
indications of having made a significant 
turn that could persist for a time. 


10 Greater confidence has been expressed 
| as a result of the invitation by the Civil 


300 Aeronautics Board to the nation’s car- 
| riers to submit applications for higher 
fares to produce more satisfactory earn- 
ings. The board has indicated that it 
would set up new standards under 
which major transcontinental lines 
would be permitted to earn 1114 per 
cent on invested capital, More discus- 
sion of the subject is contained in our 
detailed story on the airlines in this 
issue. 

Building stocks would share in a broad 
upturn, especially if money rates en- 
courage the spurt in residential con- 
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struction that is being 
stimulated by Washington 
authorities through provi- 
sion of favorable financing 
terms. Several issues in 
this segment already have 





TREND INDICATORS 





THE MAGAZINE OF WALL STREET 
|. (Scale lett) COMPOSITE INDEX 





rebounded from earlier 


lows. As a matter of fact, 470 thy \. 





some issues having consid- 400 
erable investment standing ttt 
have been selected by insti- r++ 4 
tutional investors as suit- 


able for longer term reten- a ee 


tion. In this category, Leese —1—! 
asbestos and gypsum pro- 
ducers have been favored, 
along with selected cement BESGe 
companies. Raaae 

Electronics manufacturers, 
a broad and diversified seg- 
ment of the list, almost 
certainly would have a 
leading part in any sus- 
tained upturn, since many 
of the most popular trading 
issues are to be found in 
this category. Here also are 
found many of the “growth” 
issues that have attracted 
speculative elements in- 
terested in “action” stocks, 
even though they sell at | 
high earnings ratios. comes 

Retail trade stocks de- 
serve consideration. In 
fact, some of the best in 
this group probably war- 
rant consideration not only for a summer rise but 
also for long term holding. Since the group men- 
tioned here embraces all types of store operation, 
selectivity is most important. We refer you to our 
story in this issue on Department Stores. 

Lastly, steels may be included — but only on a 
trading basis. And here again, selectivity is essen- 
tial, because stainless fabricators are feeling a 
serious price squeeze and some of the marginal pro- 
ducers of alloy specialties are not faring as well as 
might be supposed. Representative stocks in the 
group have retreated 20 per cent or more from early 
January peaks and could recover moderately on a 
selective move. 

Lest the reader gain the impression that these 
observations signify a change of view on the longer 
term trend, it should be pointed out that all that is 
being suggested for the moment is a contra-trend 
rally that probably would endure only a few weeks. 
The background has not changed greatly, since keen 
competition in almost every industry is penalizing 
profit margins. 

Competition from abroad remains as aggressive 
as ever. Representatives of the brass industry, for 
example, complained to government officials that 
adverse effects of imports in their industry were 
being felt more keenly each day. They argued that 
it would be impossible to hope for increasing their 
own exports when they were unable to retain their 
own domestic markets without sacrificing the major 
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part of their historical profit margins. 

It seems plain that the decline of 12 to 15 per 
cent in stock prices recorded in the first four months 
of 1960 had its inception in apprehension over 
dwindling profit margins. Accordingly, prospect of 
a long lasting reversal would seem essential to 
justify expectation of a basis for raising earnings 
appraisals. Results thus far this year offer little 
hope of such a change. Gross national product 
reached an all-time high in excess of $500 billion 
(on annual basis) in the March quarter, but cor- 
porate profits fell some 7 per cent from the year- 
ago rate, it is estimated. 

If a substantial advance is to take place, it wouid 
need to be justified by either higher appraisals of 
earning power or by expectation of greater liberality 
in dividend distributions. Managements generally 
are advocating a conservative dividend policy in 
those instances in which expansion programs are be- 
ing undertaken. One retail chain, for instance, ad- 
vised stockholders last week that an accelerated 
expansion program would hold down profits and 
indicated there was little likelihood of raising divi- 
dends. High interest rates have encouraged manage- 
ments to retain earnings for projects that otherwise 
might have been financed by borrowing. 

For the short term, at least, there seems to be 
evidence of a summer rise in the making, though not 
a spirited one. Investors should follow the practice 
of careful discrimination we have advocated all 
along.—_-Monday, May 16. 











BUSINESS AFTER SECONDQIl 


Gauged By New Orders — Inventories — Backlogs — Industrpy IL 


By ROBERT B. SHAW 


HE confusion in business statistics in recent 

months has been noticeable enough to require 
comment by various governmental and business ex- 
perts. It is particularly significant, however, that 
manufacturers’ backlogs and inventories—two in- 
dicators that in the past have been found to be 
excellent forecasters of business activity—are also 
bogged down in confusion. 

In part, the distortions in the statistics this year 
can be traced to the extraordinary complications 
resulting from the steel strike, but it is also prob- 
able that something much more basic is at work. 
In a recent issue of The Magazine of Wall Street 
it was pointedly demonstrated that a good deal of 
our statistics date back to the “horse-and-buggy” 
days and in effect are attempting to measure the 
economy with obsolete tools. We suspect that this is 
one of the basic things wrong with the inventory 
statistics. 

Proof that something radically different than the 
normal! is taking place at the moment can be read 
in the raw data. With the steel strike over, most 
economists and business observers were confident 
that industry would embark immediately on a mas- 
sive acquisition program designed to rebuild de- 
pleted stocks. Instead, by the end of March 1960, 
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manufacturers’ inventories had climbed to $54.3 
billion—a figure high by historical standards but 
low in relation to the rise in Gross National Prod- 
uct, and more crucially, low in relation to sales. 
Normally, these inventories run between 1.8 and 
2.0 months sales. The current figures, however, are 
below the low end of the scale. 


Overcapacity May Change Former Relationships 


Ordinarily a figure this low would be construed 
as a sign that business activity was about to gain 
strength. Certainly business looks better than if in- 
ventories were conspicuously top-heavy. Neverthe- 
less, the demonstrated fact is that the inventory 
build-up has failed to proceed as rapidly as expected 
after the steel strike. In fact, while inventories were 
accumulated noticeably in anticipation of that pro- 
longed stoppage, they have not subsequently been 
filled to what was formerly regarded as a normal 
level. 

At the same time, steel operations are definitely 
declining, machine tool orders are building up at 
an agonizingly slow pace, and metal prices remain 
surprisingly low, so that very few economists, pur- 
chasing agents or business analysts are willing to 
forecast a strong upsurge in business activity with- 
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in the next few months. 

The reason, we suspect, is that the stat.stics are 
not telling the same story they did through the 
post-war years, which was a period of relative 
scarcity. Today, however, there is little scarcity. 
Most domestic industries are loaded with excess 
capacity, so that users of basic materials no longer 
feel the necessity to stockpile against future short- 
ages. Furthermore, most producers are only too 
eager to make prompt delivery to all customers. 
Under the circumstances, many businessmen have 
reached the conclusion that it is a waste of money 
to finance large inventories when all the supplies 
they need are at their beck and call from producers. 

This type of situation could be temporary, last- 
ing only until the needs of a growing economy 
can utilize the present excess capacity. But there 
is another and more subtle force at work—i.e., 
warehouse and inventory automation. With today’s 
computer-operated inventory-control systems, a 
good deal of the guesswork has been taken out of 
inventory build-up. Today, automation in many of 
our major companies is constantly computing the 
material usage required for efficient production 
flow. In fact, in some cases new materials are auto- 
matically scheduled to arrive, very close to the time 
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needed on the production line. 

This process has become more and more efficient 
over the past few years, and is reaching a stage 
now where it is on a broad enough scale to influence 
inventory control statistics. In fact, this situation 
is already showing up in the picture of corporate 
financial assets. For example, the tremendous de- 
mand by corporations for short-term government 
bonds and bills can be traced in good part to the 
liquidity resulting from lower inventory accumu- 
lations. 





Unfilled Orders Declining 


The inventory position at the moment is neither 
bullish nor bearish. If a new set of criteria is to be 
used as the basis for calculation, the evidence will 
not be long in coming. On the other hand, if the 
present figures prove to be consistent with past 
norms, a new period of inventory building may lie 
just ahead. 

Unfortunately, industry backlogs of unfilled or- 
ders do not support the latter conclusion. Moreover, 
they still do not confirm the government’s estimate 
that capital spending will rise to a record $37.9 
billion in 1960. For obvious reasons it is chiefly the 
heavy industries, or capital goods producers, that 
manufacture to specific order and accumulate meas- 
urable backlogs of unfilled orders. It is for just this 
reason, however, that their order position is a basic 
indicator of future economic activity. For it is to 
these companies that the rest of industry must turn 
for the machinery and goods needed to produce in 
response to business demand. If backlogs are not 
building up, then the rest of the economy is obvi- 
ously not straining to meet the demand for products. 

Actually there is nothing startling about the mag- 
nitude of the decline in unfilled orders. The decline 
to the March level of $49.4 billion, while the lowest 
since February 1959, is nevertheless down only 4% 
from the top. What is significant, however, is that 
there has been a decline at all in the face of the 
supposed shortages that were built up during the 
steel strike. 

The conclusion appears obvious that the same 
forces affecting inventories are also affecting back- 
logs. There is more than adequate capacity in most 
industries combined with more efficient utilization 
of the equipment on hand. In effect, it is probable 
that we have finally passed through the post-war 
era of shortages, inadequate capacity and a sellers’ 
market for most products. That we have made the 
transition without a major depression is all to the 
good. Nevertheless, the future will pose sharply 
different problems for our companies—problems 
that can only be solved by capable managements 
able to see that the nature of markets has changed. 


Aircraft Backlog Mixed 


The overall data on inventories and backlogs de- 
serves still more detailed analysis by the economist, 
but the investor is more interested in the picture 
confronting specific industries. Accordingly, the re- 
mainder of this article will be given over to a review 
of the backlog position of individual companies. 

In the aircraft manufacturing industry order 
backlogs on March 31 were generally down slightly 
from their year-end level but up, although with ex- 
ceptions, from a year ago. The two companies show- 





245 
















































Order Backlog Trends For Representative Companies 
—_————Order Backlogs —_—————Ist Quarter 
Net 1959 1960 
3/31/60 12/31/59 3/31/59 Sales Earnings Net Earnings Indicated 
1959 Net Per Sales Per 1960 = Recent 
— —- (Millions) — - -- —- Sales Share (Mil.) Share Div. Price 
AIRCRAFT 
Boeing Airplane ....................... $2,000 $2,329 $1,612.1 $325.1 $ .22 $395.7 $ .51 $1.00 25 
General Dynamics 2,555 2,095 1,811.8 351.6 72 473.3 62 2.00 40 
Grummon Aircraft .................. 370 260 175 288.9 60.7 48 72.0% 82% 1.50 26 
Lockheed Aircraft .................... 1,100 1,155 945 1,301.5 278.6 .65 335.0 .38 1.20 21 
BE MINI csciesestansocnscstnccce 1,000 1,000 1,400 1,081 250.2 1.20 273.9 95 2.00 36 
CONSTRUCTION 
CE ee 44 43 37 N.A. N.A. N.A. -— - 1.50 26 
I ia re 253 250 213 201.7 — 49 — 74 1.40 40 
Raymond International ......... 95 84 83 93.1 N.A. N.A. — - 80 20 =| 
I Is hnccsnssbuatnichesttcatiaitentinnion 40 36 27 84.1 16.5 .27 19.6 38 -90 63 
INSTRUMENTS 
Fairchild Camera & Instruv. .... 21 20 19 43.4 9.7 .37 13.8 77 .50 154 
General Precision Equipment . 186 168 215.5 47.0 57 55.6 86 1.00 56 
| MACHINERY | 
American Mach. & Fdry. ....... 160 158 127 225.4 57.6 71 70.5 85 1.30 71 | 
Babcock & Wilcox .................. 275 301 237 332.0 77.8 72 78.4 81 1.23 24 
I oc anenlccacnicemeicisinnigbta 151 148 104 161.3 45.4 1.20 44.8 .86 1.40 36 
I INIIIIIND sscnsccindacnonusnuascanevensa 17 8 - 75.3 14.5 05 14.3 d.12 16 
Combustion Engineering ....... 390 317 356 326.0 81.0 .58 57.5 .40 1.12 24 «CO 
Cooper-Bessemer Corp. ......... 29 28 28 66.8 14.1 66 15.0 70 1.602 31 
RT IID ficicrniintitncnaccdacons 193 168 225 163.6 31.1 82 42.8 .97 .40- 30 =| 
RAILWAY EQUIPMENT | 
Alco Products ...ccceccccseeeeen 34 40 40 114.5 30.3 56 26.5 27 1.00 19 | 
Be II as ciceencncaisioienciiiite 12 12 12 42.9 10.1 69 11.2 .53 1.60 25 | 
Steamray Corp. .............sss0es0s- 15 14 HW 21.1 4.6 14 8.3 52 50 is | 
Westinghouse Air Brake ......... 80 85 78 209.4 41.9 47 46.7 48 1.20 26 «| 
STEEL FABRICATION | 
American Steel Foundries ...... 31 34 21 112.3 48.6! 83! 58.8! 1.22! 1.60 3) 
General Steel Castings ........... 22 19 22 39.4 8.8 54 9.7 43 1.60 23 
SHIPBUILDING 
Newport News Shipbuilding .. 300 277 316 191.0 41.8 N.A. 38.2 N.A. 2.60 24 
New York Shipbuilding ........ 233 252 270 115.9 2.00 22 
OTHER NDUSTRIES 
OY faa coi shes 8.5 7.8 4.8 15.8 4.0 81 an n | 
| Emerson Electric. ........ccss..-s000-0- 64 55 38 91.3 44.21 1.221 50.31 1.491 1.00 43 | 
| Twin Coach Co. ...sssessssssssseeee 30 30 30 36.4 9.3 70 8.5 43 10 | 
| N.A.—Not Available. 1—6 months ended March 31. 3__Estimated. 
| d—Deficit. 2__Plus stock. 




















ing conspicuous declines between March 31 a year 
ago and the corresponding date for 1960 were 
Boeing, with a drop from $2,329 millions to $1,960 
millions, and United, with a reduction of just $400 
millions to $1 billion. Both of these companies had 
already suffered a decline in sales from 1958 to 
1959, and were further affected by a loss of new 
military aircraft orders not compensated for either 
by commercial business or missile work. Both or- 
ganizations are pressing a diversification program 
since, as Lockheed, although less seriously affected, 
stated in its recent annual report, “changing na- 
ture of our business has created a need to invest 
increasing sums in product development for longer 
periods and before contractual coverage.” 

General Dynamics, already more thoroughly diver- 
sified, has enjoyed a substantial increase in its cur- 
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rent (March 31) backlog over year-earlier levels, 
as well as an improvement in 1959 sales. A smaller 
company, Grumman, has shown an even more rapid 
order build-up. Aircraft manufacturing backlogs 
are, however, less significant than those of other 
industries in gauging the general business outlook, 
for they consist primarily of government orders 
and thus reflect political more than economic factors. 
(For the complete story we refer you to our study 
of the Aircrafts in this issue.) 


Machinery Shows Generally Upward Trend 


The machinery industry, and particularly its ma- 
chine tool segment, is considered a much more re- 
liable bellwether of the general economy, although 
only one March backlog report for the latter group 
is so far available. This is Bullard, which shows 
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current unfilled orders of $8.5 millions, comparing 
with $7.8 at the year-end and $4.8 a year ago. This 
picture is distinctly encouraging by itself, but is 
not fully supported by most general machinery 
manufacturers. Most of these, to be sure, show 
larger’sales on the books than a year ago, but at 
the end of the March quarter reported backlogs 
moderately lower than at the year-end. Curiously, 
two companies which are pretty nearly twins, Bab- 
cock & Wilcox and Combustion Engineering, have 
exhibited divergent trends in this recent period. 
Babcock’s backlog declined 9% to $275 millions, 
while Combustion’s simultaneously rose 23% to $390 
millions. Over the longer term both of these com- 
panies will benefit from the inevitable expansion in 
utility capacity, but the results just cited show that 
this progress may not be steady. 

Foster-Wheeler and Blaw-Knox, both manufactur- 
ers of heavy equipment, also showed backlog accu- 
mulations during the March quarter, although the 
former still lagged considerably behind its year- 
earlier level. Bucyrus-Erie enjoyed a full doubling 
of its backlog between December and March, a f#a- 
vorable augury for companies in the excavation 
branch of the industry, although total orders of this 
unit are too small to be given much significance. 
American Machine & Foundry, really a story of its 
own, did not lift orders on the books more than 
nominally during the March quarter, but did hold 
them at nearly double the year-earlier level. 

On the whole, machinery backlogs present a 
mildly favorable picture, although investors must 
recall that it will be a matter of years before some 
of the heavier manufacturers can translate current 
orders into billings and profits. But here, again, the 
expansion that was looked for during the March 
quarter is lacking. 

Mild Upward Trend in Construction 


Enough construction companies have reported 
backlogs at the end of the March quarter to give a 
picture of the trend in that industry, although it 
should be noted that the organizations cited are 
more closely related to heavy industrial than resi- 
dential building. McKee and Raymond International 
(the latter Raymond Concrete Pile) both carry on 
a substantial foreign business, and the heavier 
backlogs cited in the table may reflect foreign more 
than domestic conditions. This branch of the indus- 
try is too volatile to deserve careful investigation 
by the modest investor. 

Otis Elevator and Trane Co. also show rising 
backlog trends, with orders on the books for each of 
them at the end of the March quarter substantially 
above the year-earlier level and moderately higher 
than at the year-end. These figures would suggest 
that the remarkable boom in commercial building 
has not yet begun to falter. Neither of these com- 
panies is, however, entirely dependent upon new 
construction, as the replacement of all antiquated 
elevators with modern installations could alone oc- 
cupy Otis fully for many years, while Trane can 
find plenty of scope in the heating, ventilating and 
air conditioning of existing buildings. The latter 
company has also recently entered the residential 
market. 

Backlog data in the construction industry is, ac- 
cordingly, encouraging, and this, of course, sug- 
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gests a favorable profits outlook for the companies 
involved. Curiously enough, the construction indus- 
try received mildly unfavorable prognostications at 
the beginning of the year, when a boom was antici- 
pated in nearly every other area. 


No Clear Signals for Railway Equipment 


The railway equipment business has become, in 
recent years, extremely volatile, as many carriers 
have adopted the policy of placing orders only when 
threatened by acute shortages of cars and other 
equipment, The traditional railway equipment sup- 
pliers have, however, diversified to the point where 
they may now be regarded, in substantial measure, 
as general machinery manufacturers. This trend 
was illustrated most recently by Standard Railway's 
change of name to Stanray Corporation; American 
Locomotive, of course, long ago became Alco Prod- 
ucts. In this light, order backlogs of this group do 
have a greater significance than if its members still 
catered principally to the railroads. 

Alco, now largely engaged in the manufacture of 
a relatively diversified line of forgings and pressed 
steel shapes, including oil refining and jet aircraft 
parts, suffered a 15% decline in its order backlog, 
to $34 millions, during the March quarter. Westing- 
house Air Brake, whose sales to the railroad indus- 
try now contribute barely one-third of the total, 
also saw its order backlog drop off, about 6%, to $80 
millions at the end of March, although this figure 
does remain a trifle above the year-earlier level. For 
New York Air Brake the backlog has remained un- 
changed at $12 millions over the entire period 
covered. 

Several steel fabrication companies are also 
closely associated with railway equipment, although 
they have likewise started down the diversification 
trail. American Steel Foundries, for example, still 
derives about 59% of its sales dollar from the rail- 
roads, with replacement contributing more than 
original equipment outlays, but has also entered the 
automotive, machine tool and other areas. Its un- 
filled orders on March 31, at $31 millions, were up 
sharply from the year-earlier date but have shown 
a moderate relapse from the year-end. General Steel 
Castings, on the contrary, although engaged in a 
very similar line of business, lifted its backlog to 
$22 millions during the (Please turn to page 285) 
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THE DIVERSITIES IN 
FIRST QUARTER EARNINGS REPORTS 


By PAUL MAYNARD 


& Showing outlook for succeeding quarters, which vary widely from 
company to company — not industry 


NDER all circumstances it is extremely difficult 

to project corporate earnings for the first 
quarter to produce accurate estimates for the full 
year’s results. But this year there seem to be an 
even greater than usual number of uncertainties to 
deal with. Thus, what in the main has called for 
experience and background now calls for exceed- 
ingly careful interpretation and speculative projec- 
tion, Still, after making allowance for the many 
imponderables, there are enough lessons to be 
learned from an examination of first quarter operat- 
ing results of major corporations to make such a 
study very worthwhile at this time. 

It may be observed that selectivity or differentia- 
tion between industries and between companies 
within specific industries is more pronounced than 
ever this year. Investors have become more alert to 
changing conditions and their potential effects on 
the relative profitability of different industries and 
individual companies. This development stems from 
a rapid shift in investor psychology from last year’s 
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rampant enthusiasm for equities of all types to one 
of rather healthy skepticism. This realism in in- 
vestor attitude, together with several disquieting 
developments on the business scene, is at the bottom 
of the bearishness which has characterized the 
equity markets to date in 1960. 

In any evaluation of first quarter earnings re- 
sults it is essential to keep in mind the many ele- 
ments which can distort comparisons with preceding 
periods. Weather has been one of the main such in- 
fluences in many lines of business. The fact that 
January and February of 1959 were much colder 
than they were this year, while March 1960 brought 
surprising late snowstorms and was one of the cold- 
est on record, accounted for variations in comparing 
1960 with 1959 sales in oils, department stores, 
automobile, tire and rubber companies. Distortions 
also arose from changes in accounting practices, 
including reserves for depreciation, acquisitions of 
new properties, and the taking of capital gains. 
Other variables might include anticipation of the 
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Quarterly Comparison of Sales and Earnings 
—_—_—1960 ee 
. Ist Quarter 4th Quarter 3rd Quarter 2nd Quarter Ist Quarter 
Net Net Net Net Net Net Net Net Net Net 
Sales Per Sales Per Sales Per Sales Per Sales Per 
(mil.) Share (mil.) Share (mil.) Share (mil.) Share (mil.) Share 
Abbott Laboratories ................... $ 36.2 $1.16 $ 27.5 $ .62 $ 36.5 $1.28 $ 25.1 $ .36 $ 33.2 $1.07 
I cncicicecunientinntnioceenee 53.2 1.06 49.5 85 49.2 -93 53.9 1.04 47.9 97 
Allis-Chalmers Mfg. ...................- 126.4 28 151.8 78 166.6 1.12 137.1 99 84.1 4.43 
American Brake Shoe .... ai 39.9 64 40.2 1.05 38.2 57 49.2 1.96 40.3 1.15 
I aictiscinititinlentintapatiatig 219.2 35 234.1 - 362.7 1.14 283.4 83 227.0 45 
American Home Prod. ................ 111.8 1.66 97.4 1.42 109.7 160 101.7 1.52 128.7 1.51 
Amer. Mach. & Metals ................ 11.6 81 13.1 86 12.8 79 13.4 .90 13.1 81 } 
Amer, Metal Climax. .................... 189.3 .67 197.6 .67 153.3 46 174.1 49 143.5 .53 
American Smelt. & Refining ....... N.A,. 1.22 75.8 32 42.9 A7 155.9 44 115.6 51 
I TIED ccicnsechenteieieinionininiestinsetal 62.5 71 54.6 69 58.5 66 64.1 81 54.8 Al 
IPT icsiciicaareemusetasiilienil N.A. 1.21 N.A. 1.13 N.A. 1.16 N.A. 1.72 N.A. 1.52 | 
CS eee 69.9 75 71.4 74 76.9 1.03 75.4 1.08 66.8 .83 
Balcock & Wilcox ............cccccc0e0 78.4 81 89.0 52 68.6 42 96.4 .92 77.8 72 
Bowmpwricks Cae, ....0..scccccosecseccoeee 50.8 28 71.4 -90 108.5 1.72 57.2 .60 37.8 .20 
Burroughs Carp, ....2....00.c.ccereseseees 80.9 .23 101.9 27 88.4 32 86.8 -26 98.6 37 
Celanese Corp, of Amer. ............ 66.7 50 71.9 77 65.7 57 68.6 74 58.8 51 
Cities Serview Co. ......cccccccocccceseees N.A. 1.21 261.0 1.42 225.8 78 227.8 49 280.0 1.27 
x Clark Equipment ...........ccccccssee0e-- 44.3 4 48.6 42 56.4 77 55.3 82 62.3 51 
IR iicncsinisciamaiiieipuninann 25.9 1:21 22.2 85 19.6 73 22.8 1.02 19.9 76 
* Colgate Palmolive Co. ................ 144.6 50 141.5 89 148.2 86 150.5 75 141.6 62 
aw Container Corp. ........... seiaisieonion 76.4 43 112.2 64 73.4 39 70.3 42 74.9 42 
Continental Can .....0..0.......ccccces 240.9 .30 247.1 25 364.0 1.41 295.2 1.06 240.0 48 
Crown Zellerbach ...................... 132.2 64 135.3 73 135.6 .68 136.6 77 120.7 .58 
EEE SL ear eae 45.9 .20 51.3 49 64.0 91 55.7 85 45.4 32 
Gen. Amer. Transp. ...............00+ 45.6 74 50.4 .80 48.3 77 55.3 82 62.3 .92 
Georgia-Pacific Corp. ..... 46.1 63 51.5 43 50.7 82 50.4 81 39.3 53 
ESE EE SSRN Cres oreo N.A. 82° 1,369.5! 742 N.A. 74> 1,343.5! .77* N.A. 69° 
Joh Be IIT cscncecsbicibinttnnonin 79.2 71 65.9 46 80.2 85 76.1 64 73.8 66 
I gala cliente alcaalicaie 67.2 71 64.9 .61 61.5 49 61.8 .62 52.3 43 
I iit eatin ieee 38.1 75 36.6 1.23 37.9 .63 41.0 1.00 36.9 .80 | 
Lone Star Cement ..................0060 20.4 38 240 48 29.6 .62 30.2 72 15.6 14 
See IIE III sacsccnesesnsccnersasesinin 60.9 47 73.2 .67 79.2 86 70.5 .69 70.2 57 
BL Ts cescansinipaiinntuisacadevnswaonai 55.7 .69 50.0 75 56.1 75 54.7 75 56.0 73 
National Cash Register .............. 94.4 43 120.1 .86 104.2 59 102.7 58 91.9 46 | 
National Gypsum ..................c000++ 43.1 .64 52.7 .63 67.2 1.70 61.6 1.41 44.7 82 
Owens-Corning Fiberglas ........... 51.1 60 55.3 70 55.2 64 54.6 71 46.1 38 
0 Ee ae 60.2 48 53.2 23 61.0 51 89.8 1.38 80.3 1.29 
Philco Corp. ..... . 101.7 .37 114.2 .67 102.1 46 85.7 17 95.5 37 
IR ae ae ne 15.5 .27 16.2 24 13.4 .24 14.3 28 13.5 .27 
Pittsburgh Plate Glass ................ 158.2 1.20 160.7 92 166.3 1.42 169.6 1.64 110.2 38 
GNI HII sencsvenrsetantcseninstiiiines 20.1 58 37.3 1.24 21.8 77 16.0 .38 14.7 39 
SEIN TEIN ecociunsbinseeupvecsnmenbitneann 110.8 1.44 88.3 1.68 105.6 1.20 106.9 1.68 94.5 1.20 | 
Radio Corp. of America ............. 361.2 85 410.2 79 344.5 51 311.9 41 321.8 88 
Sn II GIIIEID neeitevsssnenoemninenevons 121.9 .60 156.5 81 106.6 70 115.8 88 104.2 -63 
Scott Paper ... 83 77.8 88 72.7 72 60.0 75 72.4 73 | 
TTI TIT snsctcieiceshienesiinscalenshomsiaesdmandeicei ‘ 57 462.7 71 452.9 58 444.5 57 449.7 .57 
Smith Kline & French Labor ....... 35.7 40 33.3 36 34.7 48 34.3 47 32.4 42 
| Standard Brands ...............0.0000+ 135.2 64 130.4 .64 130.5 54 128.¢ 55 131.9 58 
Standard Oil of Calif. ................ 479.6 .96 627.4 1.16 408.7 .98 388.0 .96 447.2 91 
Standard Oil of New Jersey ...... 2,212.0 79 2,501.9 69 2,064.0 75 1,938.0 69 2,156.0 78 
Thompson Ramo Wooldridge ..... 111.6 73 120.3 99 100.1 51 105.9 .80 92.2 73 
Timken Roller Bearing ...............+ N.A. 1.79 N.A, 1.37 N.A. 1.30 N.A. 1.67 N.A. 1.26 
he a: QRRIIIED cccencccsensoverceverenceseres 61.0 1.00 68.8 1.24 87.1 1.64 81.2 1.67 63.9 1.16 
I GN, ceryrsncncteniivensnninnns 39.6 42 39.0 34 45.6 61 35.4 34 36.7 36 | 
Warner-Lambert Pharm .............- 50.7 75 44.0 86 51.1 95 44.1 62 43.4 a 
Yale & Towne Mfg. ..........00000e000 39.8 66 41.5 83 37.0 .66 36.4 54 29.1 .23 | 
BE TIEN einissienetconinstntsieinninnnivin 68.1 1.30 84.0 2.48 69.1 1.50 47.6 53 59.2 1.12 | 
d—Deficit. 1—64 months. 
N.A.—Not available. 2—3 months. 
{__ ~~~ — — 
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steel strike, which was already looming on the 
horizon in the first quarter of last year, or some 
of its belated after-effects stili being felt during 
the first quarter of 1960. Any inflation of last year’s 
early sales and earnings, due to the borrow.ng 
ahead against the future, could easily throw com- 
parison with this year’s first quarter results out of 
focus. The investor must remain on the alert for 
all such special circumstances. 


Building Companies Hit by Bad Weather 


Building material companies generally reported 
rather substantial declines in per share earnings 
for the first quarter of 1960 as compared with the 
initial three months of 1959, This is attributed to 
several factors, chief among which was the bad 
weather which hampered construction activities 
especially in February and March, the period in 
which they should normally be getting under way 
after the winter hiatus. The tightness in the mort- 
gage market also retarded building activity. Both 
United States Gypsum and National Gypsum, in con- 
sequence, reported declines in first quarter sales 
compared with last year. Per share quarterly earn- 
ings of U. S. Gypsum were down 13.8% from $1.16 
to $1.00, and for National the decline in earnings 
amounted to 11.4%, from 82¢ to 64¢. The Chair- 
men of both companies indicated that sales will 
make better comparisons with 1959 as the year 
progresses. This is based on the belief that building 
activity postponed in the first quarter will be made 
up, and that more mortgage money at somewhat 
lower interest rates will be available to finance 
construction. The chairman of U. S. Gypsum, Mr. 
Shaver, stated that his company’s profit margins 
continue to be well maintained. Flintkete Company 
did better by holding its first quarter sales almost 
level with last year, but its net income nevertheless 
fell off sharply from 32¢ a share in the first quarter 
of 1959 to 20¢ a share this year, a 3714% drop. This 
company’s very rapid growth by merger and acqui- 
sition, although giving it a broad basis of diversifi- 
cation, has tended to dilute per share earnings. 

Armstrong Cork’s sales were up 4.6% in the first 
quarter but its earnings per share likewise declined, 
in this case 9.6%, from 83¢ to 75¢. This set-back 
was attributed chiefly to higher expenses for selling, 
advertising and research in anticipation of more 
competitive market conditions to come. While Arm- 
strong does not expect, with this handicap, that 
first-half earnings will match the $1.91 a share re- 
ported for the corresponding period of 1959, it does 
still anticipate full-year sales and earnings im- 
proved above those for 1959, already establishing a 
record in the company’s history. 

Pittsburgh Plate Glass represents one of the situ- 
ations where comparison with last year’s results is 
rendered practically meaningless; this is because 
of the protracted, 134-day strike that paralyzed the 
company’s operations. Thus, for the first quarter of 
1960 sales showed a healthy recovery of 43.6%, 
while net earnings leaped no less than 200%, from 
38¢ to $1.20 a share. Further gains in subsequent 
quarters seem to be a reasonable expectation, al- 
though these will naturally flatten out in the third 
quarter, when the benefit of comparison with the 
strike-depressed results is lost. Actually, Pittsburgh 
is also closely associated with the automobile in- 
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dustry, although the proportions of output going 
into building and to the automotive market are not 
disclosed by the management. In the latter field 
Pittsburgh has been hurt by the decision of Chrys- 
ler, one of its major customers, to supply half of 
its own requirements, but it continues to enjoy most 
of the important American Motors business. Mean- 
while, Pittsburgh has also been diversifying into 
other areas, and it is now an important producer of 
paints and chemicals, as well as of its name-sake 
product. 


Containers Suffer Lingering Effects of Steel Strike 


The two major can companies, American and Con- 
tinental, both reported substantial declines in profits 
in the first quarter of 1960 as compared with the 
year-earlier period. For American the decline was 
28.6%, from 45¢ a share last year to 35¢ in the 
quarter just ended. Continental fared even worse, 
with a 3714% drop in net, from 48¢ to 30¢ a share. 
In both cases the adverse performance was pri- 
marily due to the lingering effects of last year’s 
steel strike. During that stoppage the can manu- 
facturers had no recourse except to buy and use 
high cost, “non-ideal’’ tin-plate, in order to assure 
uninterrupted operations. Some of this plate was 
still being used tip during the first quarter, making 
it necessary to work off inventories of higher-cost 
cans. Now that this factor has been removed the 
can companies should quickly return to more normal 
operation, and future comparisons may be expected 
to improve moderately. The can companies are al- 
ways forced to work under rather narrow margins 
because of the threat of potential or actual compe- 
tition by some of their customers on a “do-it-your- 
self” basis, but on the other hand these two indus- 
try leaders, with their huge volume, should be able 
to institute economies not available to any smaller 
operators. 


Radio-TV Sales High; Profits Lag 


To pass on to an industry far more glamorous 
than the mundane tin can, Radio Corporation posted 
a new high in sales for the first quarter of 1960, 
but at the same time earnings per share were off 
narrowly from 88¢ to 85¢. These divergent results 
deserve somewhat further analysis. First of all, 
there was some dilution factor, as a 2% stock divi- 
dend was paid in February. More significantly, econ- 
siderable extra expense was incurred in launching 
a promising new data processing phase of the busi- 
ness. Actually, as the president pointed out at the 
stockholders’ annual meeting, profits from all oper- 
ating units other than data processing were up 
materially over the first quarter of 1959. The new 
department was a drag upon earnings and is not 
expected, in fact, to overcome the initial expense 
involved in launching it for three years, but eventu- 
ally it should contribute importantly to the com- 
pany’s profits. 

Aggressive Zenith Radio Corporation enjoyed an 
excellent first quarter, with sales up 15% to $68.1 
million from $59.2 million in the corresponding 1959 
period, while net climbed simultaneously 16.1% to 
$1.30 a share from $1.12 a year ago. Factory ship- 
ments of Zenith television sets were the higinest for 
any first quarter in the company’s history, topping 
the year-earlier volume by 2214%. Somewhat less 
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successful, however, was the first quarter of Philco 
Corporation, whose net income remained constant at 
37¢ a share notwithstanding a fair, 644% gain in 
sales, to $101.7 millions from $95.5 millions a year 
ago. Despite this neutral start President Skinner 
declared that “the indications are that Philco wil! 
do more business and make more money than in 
1959.” 
Mixed Results Among Drugs 


A larger number of drug companies have now 
issued their first quarter reports, but it is difficult 
to discern clear trends in the industry. Due to de- 
clining prices of several important chemicals and 
drugs Merck reported a narrow reduction in first 
quarter sales, to $55.8 millions from $56 million a 
year ago, and this brought about a somewhat 
broader, 514% drop in earnings, from 73¢ last year 
to 69¢ in the quarter recently ended. President Con- 
nor has found some reason for optimism over the 
company’s expected performance this year in the 
forthcoming introduction of new products, but on 
the other hand he has cautioned that “the competi- 
tive situation will make it most difficult for the 
company to achieve for the current year the same 
rate of growth in sales and profits as in the last 
four or five years.” This statement certainly tends 
to belie charges of monopolistic practices in the 
drug industry levied before the recent Congres- 
sional investigating committee. 

Smith, Kline & French provided an example of di- 
vergence between sales and earnings in the first 
quarter, with sales up a satisfying 10% but earn- 
ings down slightly to 40¢ from 42¢ in the first quar- 
ter of 1959. Three other prominent members of the 
industry, however, turned in a more orthodox per- 
formance by reporting both sales and earnings 
gains for the first quarter; these companies were 
Abbott Laboratories, Upjohn and Warner-Lambert. The 
16.6% income gain for Upjohn and 17.2% for War- 
ner must have been particularly gratifying to stock- 
holders of these companies. 

Outside of the ethical drug field, American Home 
Products enjoyed a healthy 15% boost in sales, which 
contributed to a 10% gain, from $1.51 to $1.66 a 
share, in net income. This company has also run 
afoul of the Justice Department, which has charged 
it both with monopoly in its tranquilizing drugs 
and improper advertising practices for Carters Lit- 
tle Liver Pills, but its growth is not likely to be 
interrupted. A more specialized company, Johnson & 
Johnson, showed a similar pattern of gains, al- 
though somewhat more moderate, in both sales and 
earnings. 

Last Year's Strikes Help Machinery Comparisons 


During this period for which results as a whole 
have been rather neutral, several machinery com- 
panies have distinguished themselves by especially 
conspicuous improvement both in sales and earn- 
ings. Taking first place was Allis-Chalmers, with a 
huge, 50% gain in sales above the year-earlier level. 
This is, however, a loaded comparison, as Allis was 
beset by an 11-week strike last year. With this 
handicap removed profits leaped at the same time 
from a deficit of 43¢ a share last year to 28¢ for 
the quarter just ended. Although agricultural equip- 
ment sales are expected to lag this year, the backlog 
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for electrical and mechanical apparatus was slightly 
higher at the end of March than on December 31, 
and the company recently announced that incoming 
orders are currently running 10% above the year- 
earlier level. 

Yale & Towne, once known primarily as a manu- 
facturer of builders’ hardware but now a leading 
factor in the materials handling industry, reported 
a sales advance of 37%, to $39.8 millions, in the 
first quarter, while earnings nearly tripled from 23¢ 
to 66¢ a share; last year’s results were similarly 
affected by a strike. Lift trucks account for roughly 
70% of the company’s business, and the urgent 
necessity for mechanizing shipment and warehous- 
ing promises continuing sales gains. 

The financial mystery-of-the-month is provided 
by Clark Equipment which, in its very abbreviated 
quarterly statement, indicated a substantial, 19% 
gain in sales, while earnings (in terms of the newly 
split stock) declined to 44¢ from 51¢ a share a year 
ago. No explanation was given but there must have 
been some special charge to explain this strange 
performance. Clark, like Yale & Towne, makes lift- 
fork trucks, and has also developed the “Mobilvan” 
system for containerized freight shipment. 


Larger Gains in Paper Sales 


The paper companies which have so far reported 
for the first quarter indicate substantial improve- 
ment in sales but some difficulty in translating such 
gains into higher profit margins. St. Regis, for ex- 
ample, enjoyed a large, 22% increase in sales, to 
$122.0 millions, but this was accompanied by only 
a narrow advance of 3% in net income. As the 
share issue had been increased in the interim, earn- 
ings per share actually declined from 63¢ to 60¢. 
In appraising these results allowance must be made 
for the company’s many recent acquisitions, among 
the larger of which have been Northwest Door 
Company, Schmidt & Ault Paper and Sherman Pa- 
per Products. This process may, in fact, have oc- 
curred so rapidly as to cause some temporary 
indigestion. President Adams declared at the recent 
stockholders’ meeting, however, that he expects pro- 
gressive improvement as the year goes on, with per 
share earnings for 1960 as a whole to reach 7% io 
10% above those for 1959. 

Other members of the industry showed better 
success in carrying sales gains through to net. 
Crown Zellerbach reported a 9.5° increase in sales 
with a very comparable, 10.3% advance, from 58¢ 
to 64¢ a share, in net income. Last year Crown’s 
earnings were depressed, despite record sales, by 
heavy start-up expenses on five new mills, and the 
ability at least to maintain the profit margin in the 
recent quarter may be regarded favorably. Scott 
Paper also achieved a pretty nearly consistent im- 
provement in sales and earnings, with the former 
up 11% and the latter climbing 14%, to 83¢ from 
73¢ in the first quarter a year ago. Scott is making 
an entry into a new field of resistant industrial 
papers, substitutes for textiles in certain uses, and 
this is a venture that has far-reaching potentialities. 


Surprises in the Coppers 


The copper companies, in the quarter just ended, 
reported some surprising results, which it is im- 
possible to blend into (Please turn to page 286) 
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More than half the newspaper pages in the world are 
published on Canadian newsprint. This roll may be des- 
tined for Cuba, Brazil, Australia or. the United States. 
Newsprint is Canada's largest single export industry. 
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—A Careful Appraisal of 


CURRENT CANADIAN BUDGET and 
ECONOMIC CONDITIONS IN CANADA 


By W. E. GREENING 


» Whys and wherefores of 1957-58 deficits — recovery that began in 1959 


& Outlook — favorable and unfavorable — into 1961. . 
ment — by industry — during 1960... 


. new capital invest- 
corporate profits picture 


> Import-export trade position — favorable — and where unfavorable 

> The opposition forces against the U.S. — trend toward modification of Ameri- 
can control in basic industries — Can it happen? 

> The American investor in Canada — his position today — and tomorrow 


ENERAL economic conditions in Canada took a 

decided turn for the better in the year 1959 and 
this trend promises to continue through 1960, ac- 
cording to the speech by the Canadian Minister of 
Finance, Donald Fleming, in introducing the Cana- 
dian Budget for the year 1960 into the House of 
Commons in Ottawa on April First of this year. 
He said that Canada’s recovery from the recession of 
1957/58 had been so rapid and complete, that this 
year the Canadian Budget shows a small surplus 
after two years of deficits, and he predicted that 
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this surplus will be considerably larger in the 1961 
Budget if present economic trends in Canada con- 
tinue. He said that there would only be a few minor 
changes in Canadian tax rates this year. 


Whys and Wherefores of 1957-8 Deficits 


During the past three years, Canada felt the 
effects of the business recession in the United States. 
After reaching record heights in the year 1956, 
genera] economic activity began to slacken in 1957 
and 1958. This was partly due to the recession and 
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also to the fact that certain major national economic 
projects such as oil and natural gas pipe lines, had 
been completed. Unemployment began to increase 
and the rate of investment, both by Canadians and 
foreigners in Canadian enterprises, declined. The 
Canadian Government tried to meet this situation by 
adopting a variety of methods for stimulating con- 
sumer demand, including tax reductions, increased 
aid to home buildings and increased welfare benefits, 
etc. The result was the two large governmental de- 
ficits in 1957 and 1958. 


Economy Moves Ahead in 1959 


But during 1959, business conditions in almost 
every region of Canada began to show indications 
of rapid recovery. 

In response to the improvement of economic 
conditions and the relaxation of curbs on some 
dollar imports in the United Kingdom and certain 
European countries, Canadian export trade show- 
ed a marked increase during this year and reached 
a new high of over five billion dollars. 

At the same time, the flow of capital from the 
United States and the United Kingdom and some 
of the countries of Western Europe increased in 
volume. 

Foreign investment in Canada, after experienc- 
ing a slight decline in 1957 and 1958, reached a 
record figure of $1,460 million in 1959. Almost 
eighty per cent of this capital came from the 
United States with the remainder from the United 
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Kingdom and from certain European countries 

including Belgium, France and West Germany. 

Production and employment figures also showed a 
marked improvement during the year 1959. — The 
Gross National Product for that year reached a fig- 
ure of $34,500 million as against $32,184 million in 
1958 and $31,406 million in 1957. 

Mr. Fleming in his Budget Speech prophesied a 
Gross National Product of $37,000 millions for Can- 
ada if the present economic trend continues there 
during the remainder of this year. The fact that 
the Gross National Product was only $18,203 mil- 
lions in 1950 shows the remarkable economic pro- 
gress that Canada has made during the past decade. 

According to his Budget Speech, one quarter of 
this Gross National Product has gone into various 
types of investments. This is one of the highest fig- 
ures for any Western nation. 

Corporation profits—before taxes reached $2,688 
million in 1959 as against $2,475 million in 1958. 
This 1959 figure was only a little below the record 
figure of $2,980 million in the year 1956. 


Capital Expenditures 


During 1957 and 1958, capital spending in Canada 
was slightly below the 1956 record figures, partly 
because of the effects of the business recession and 
partly because of the completion of such large-scale 
projects as the Saint Lawrence Seaway and oil and 
natural gas pipe lines. 

But it is estimated that the total outlay for the 
year 1960 on new plant, equipment and housing 
will total nearly $8,80Q million. 

If achieved, this figure will represent a new record 
in Canada and it would appear from these indica- 
tions that many Canadian business firms are con- 
fident about the immediate economic future of their 
country. ® The primary industries in Canada in- 
cluding agriculture, forest industries, pulp and paper 
manufacturing, mining, petroleum and construction 
are planning new capital expenditures of $1,227 mil- 
lion in 1960 - an increase of some nine per cent over 
the 1959 figures. ® Manufacturing outlays for the 
year 1960 are estimated at $1,196 million, an in- 
crease of more than eleven per cent over 1959. This 
entire increase is accounted for by enlarged spend- 
ing for machinery and equipment. This may suggest 
that most Canadian manufacturers are emphasizing 
the improvement of their existing facilities rather 
than the expansion of plant. 

& The total expenditures to be undertaken by the 
public utilities in Canada in 1960, including the 
transportation and communications industries, are 
expected to be largely unchanged from the figure 
for 1959. It should be pointed out, however, that 
natural gas pipe lines are included under this cat- 
egory and the recent decision of the Nationa] Energy 
3oard of the Canadian Government in favor of 
certain projects for piping Western Canadian natu- 
ral gas to markets in the Middle Western and Pacific 
Coast states may result in a considerable upward 
revision of these figures during the present year. 
»> The commercial service and institutional sections, 
which have increased their capital investments every 
year since 1956, again plan a large increase in their 
investment over their outlays for 1959. 
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Price Inflation Checked 


At the same time, the Canadian Government has 
been largely successful in holding prices in check. 
The consumer price index and the wholesale price 
index in Canada for the year 1959 were only one 
per cent above those for the preceding year, whilst 
the average per capita wages and salaries of work- 
ers in Canada reached a new high of $3,773 million 
in 1959-an increase of four per cent over 1958. 


The Key Factor of Export Trade 


> In the field of foreign trade which is so vital to 
the whole Canadian national economy, the figures 
for 1959 show some improvements. The value of 
exports for 1959 showed a total of $5,157 million as 
against $4,890 million in 1958. 

On the other hand, the total value of imports into 
Canada rose from $5,060 million in 1958 to $5,538 
in 1959, leaving an unfavorable balance of trade. 
The most significant gains in export trade were in 
the fields of iron and steel products, forest products 
including newsprint, copper, asbestos, and farm im- 
plements and machinery. Exports to the United 
States rose by ten per cent while imports from that 
country rose by two per cent. Sales to overseas 
countries, including the United Kingdom, declined 
from $1,981 million in 1958 to $1,960 million in 
1959 while imports from overseas countries increas- 
ed from $1.623 million to $1,828 million during the 
same period. 

But this foreign trade picture is not quite as 
bright as it might appear to be on the surface. 
Certain classes of Canadian exports such as wood 
pulp and asbestos have been feeling the effects of 
Russian competition in the markets of the United 
Kingdom and certain European countries. 

Thus many observers in Canada feel that be- 
cause of the high labour and production costs 
there that many types of Canadian exports may 
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region of the world. 


Economic Relations With United States 


But the most serious economic problems confront- 
ing the Canadian Government at the present time 
are the ones connected with the trading and fiscal 
relations with the United States. To-day she has a 
very large deficit in her balance of payments with 
the United States. In part, this has been created by 
her unfavorable balance of trade and by the in- 
creasing expenditures of Canadian travellers in that 
country. 

But the most important influence here has been 
the great increase in dividends and interest pay- 
ments owing by Canadian Governments and pri- 
vate corporations to investors in the United 
States. This deficit in accounts with the United 
States has been steadily increasing since 1953, 
until in 1959 it reached the record of $1,460 mil- 
lions. To date this deficit has largely been financed 
by the high rate of American investment in 
Canada but some Canadian observers are asking 
how much longer this process can last without 
some harm to the Canadian national economy. 


The Opposition to United States Position in Canada Grows 


J. B. Coyne, the Governor of the Bank of Canada, 
a Canadian Government institution, was quite out- 
spoken in his views on this subject in his Annual 
Report to the Canadian Minister of Finance which 
was made public at the end of February of this 
present year. @ In this report, he criticized strongly 
what he termed the heavy dependence of Canadians 
on foreign, and especially American, capital for the 
continuation of the present Canadian boom. @ He 
pointed out that in spite of the record rise of the 
Gross National Product in Canada during the past 
five years, total spending in that country is stil! in 
excess of production. @He also observed that 
Canada could not always be expected to have access 
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to such large amounts of foreign capital every year, 
since investors in the United States and other coun- 
tries might turn their attention elsewhere and this 
vast flow of capital from south of the border would 
inevitably create serious economic problems for 
Canada in the long run. 

@ He said that it was high time that Canadians 
realized that they must live within their financial 
means. He went on to claim that there was no reason 
why Canada could not finance her own economic 
expansion on a more limited scale than at the pres- 
ent time, out of the savings of her 





fears about the unfavorable effects of this flood of 

American capital on Canada’s economic future. 
This whole situation was analyzed by Mr. Fleming 
during the course of his Budget Speech. He said that 
during 1958, because of the presence of heavy Gov- 
ernmental deficits and the necessity of Federal 
spending on a large scale to counteract the effects 
of the recession in Canada, the Canadian Govern- 
ment was forced to borrow heavily, and as a result 
the supply of capital in Canada for the provincial 
and the municipal government and for private firms 
was seriously curtailed. Interest 





own citizens, without drawing on 


rates began to rise in Canada, as in 
the United States, and by the mid- 


the savings of foreigners on a 
large scale. @ He also claimed that 
an economic austerity program 
of this type would have many 
beneficial effects from the Cana- 
dian standpoint. Canadians would 
own a greater share of Canadian 
industry and would accumulate a 
smaller amount of debt to foreign- 
ers and would have to bear a small- 
er burden of foreign debt services. 
He also pointed out that the latter 
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dle of 1959 there was a serious 
shortage of capital in Canada. 


mu ae But as Mr. Fleming indicated, 
vn $30,182 since his Government does not in- 
ve $31,406 tend to do any further borrowing 

- $32,184 or float any further bond issues 


during the remainder of 1960, this 
will certainly have a favorable 
effect on Canada’s financial posi- 
tion both international and domes- 
tic since it will curb certain infla- 
tionary pressures and will make 


might become a serious embar- 
rassment in the view of a possible 
decline of the Canadian dollar. 

& These remarks of Mr. Coyne 
are doubly significant both because 
he is a high official of the Cana- 











more capital available there for 
borrowing. This should reduce the 
number of new capital issues by 
Canadian provincial governments 
and municipalities in the Ameri- 
can money markets. ® Mr. Flem- 














dian Government and also because 





they are also shared by some im- 

portant and intellectual Canadian business leaders, 
including the Presidents of some of the large Banks, 
who feel that the present investment boom in 
Canada is likely to get out of hand unless some 
measures of control are taken by the Federal Gov- 
ernment. 

& But it is significant that these views of Mr. 
Coyne on Canadian economic policy were almost 
immediately disavowed by Gordon Churchill, the 
Canadian Minister of Trade and Commerce, in a 
speech in the Canadian House of Commons. Mr. 
Churchill said that he did not share Mr. Coyne’s 


ing indicated in this speech that 
his Government does not intend to put into effect 
any measures such as the types suggested by Mr. 
Coyne to reduce Canadian spending and indebted- 
ness in the United States. 

This would have included such measures @ as the 
imposition of controls on imports from the United 
States, @ and the amount of money that Canadian 
tourists could spend in that country, @ and the cre- 
ation of a centralized Capital Issues Committee by 
the Canadian Government which would dictate to 
provinces, municipalities and private businesses in 
Canada as to where, when (Please turn to page 284) 





























CANADA'S Current Account Balance Of Payments By Regions | 
(Millions of dollars) | 
Merchandise Bolance Non-Merchandise Balance Total Balance 
With With With 
Overseas All Overseas All Overseas All 
U.S.A Countries Countries U.S.A Countries Countries U.S.A Countries Countries | 
RE ieipsetiinlindinn 289 721 432 104 123 19 393 844 451 
— aoe 378 671 293 223 107 116 601 778 177 
Saree 47 57 10 353 9 344 400 66 334 
516 369 147 435 65 370 951 434 517 | 
PET wacaniesidenen 471 960 489 378 53 325 849 +- 1,013 164 | 
I insects 588 530 58 316 69 385 904 + 461 443 
SPI snctinwntiunibinisies 445 458 13 - 362 83 445 807 375 432 | 
SD sieht 685 474 211 350 137 487 1,035 337 698 
EER cniepntanesncctes 1,167 439 728 472 166 638 1,639 273 1,366 
I scsccsataeteannsa - 947 368 579 621 224 845 1,568 144 1,424 
ee 528 358 170 - 606 309 915 1,134 49 1,085 
4 ee 518 132 386 718 356 1,074 1,236 224 1,460 
P—Preliminary. 
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FOREIGN AID, with its $4.175 billion authorization 
already cleared by both Houses of Congress, still 
faces rough going in Appropriations Committees 
of House and Senate. Senate Foreign Relations 
Committee Chairman J. W. Fulbright (D., Ark.), 
has approved the measure “in principle,” but has 
admitted administrative defects in the program, 
intimating that it could be “tightened up.” Appro- 
priations Committees of both Houses are prepared 
to whittle by $1 billion, at the least. In addition, 





WASHINGTON SEES: 


Uneasiness mounts in the ranks of the Republi- 
can high command as front running Democratic 
presidential hopefuls fill the limelight and front 
pages of the daily and weekly press. Privately, 
there is the feeling that GOP Primary contests 
would offset publicity that is “more than help- 
full” to the opposition. 

Three months ago, Vice President Richard M. 
Nixon was considered the certain nominee and 
equally certain November 8 winner. Now, al- 
though Mr. Nixon continues the top choice for 
the nomination, there is less positiveness that he 
will be the next President. 

Mr. Nixon evinced some of the GOP uneasiness 
himself when, on May 7, he made it known that 
he intends to campaign vigorously in all 50 States 
if he becomes the nominee, utilizing every known 
means of transportation from jets down to shoe 
leather. 

A distributing factor has been the large num- 
ber of Republican Members of Congress who have 
announced they would not seek re-election this 
year. They are closer to grass roots sentiment 
than campaign committees, even district organi- 
zations of the National Committee, hence may 
“see the handwriting on the wall,” for White 
House and the two Chambers of Congress. Cer- 
tainly, some of the normally Democratic States 
carried by Mr. Eisenhower in 1956 will not be 
in the GOP columns this year. 
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By “VERITAS” 


they are inclined to write in restrictions and pro- 
visions which will give Congress more control over 
the funds, what countries to receive them and for 
what purposes to be spent. In the end, the Presi- 
dent will get all but about $800 million of his re- 
quest, and will find himself not too free in distribu- 
tion of the moneys. 


STOCKPILE is due for closer examination by Con- 
gress. Federal inventories of so-called strategic 
materials—ranging from Navy beans to diamonds 
—now add up to $15.6 billion, approximately five 
percent of the present Federal bonded debt. In addi- 
tion, the Commodity Credit Corporation (CCC) 
now has about $7 billion of surplus agricultural 
products in storage (now costing about $1.5 million 
a day). Also, the Office of Civil and Defense Mobi- 
lization has a $171 million inventory of medicines 
and drugs to be used in a national emergency. Many 
details are classified and not available to Congress 
or the public, but eventually they will be bared for 
public inspection. 


NIXON no longer a “shoo-in,” according to privately- 
conducted Capitol Hill poll. Fifty GOP Solons 
queried six weeks ago and again a week ago ex- 
pressed varying opinions in the five-week interim. 
Geographically, they are representative of the areas 
carried by Eisenhower four years ago. In the first 
poll, 42 declared Mr. Nixon the certain nominee; 
seven predicted Gov. Nelson D. Rockefeller would 
be the nominee, and one declined comment or specu- 
lation. On the second poll there was a distinct shift. 
Only 23 figured Mr. Nixon a “shoo-in”; 17 of the 
original 42 who unequivocally gave him the “green 
light,” said he would have to “fight for it,” two 
swung over to Rockefeller to make the latter’s total 
nine, while the one who had “no comment” on the 
first poll still had nothing to say. 


QUOTE: “In a government such as ours, in which 
public opinion is the motivating force, those who 
best understand the leading issues of the day share 
the responsibility for informing others.”—Sen. 
Hugh Scott, Philadelphia Republican. 
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inventories to sag, but orders for new 
industrial plant and equipment are holding 


steady. 


ike Unaware Of Flight Over Russia. It can be 
said with assurance that neither President 
Eisenhower or the National Security Council 
had advance knowledge of the flight of a 
high altitude reconnaissance plane over the 
Soviet Union. Doubtless they would have 
disapproved if given advance appraisal, 
especially in view of repercussions certain 
to accrue to Russia's propaganda advantage. 
Most revealing factor arising from the 
incident has been the efficacy of Soviet 
radar, and that extreme altitude is of 
little or no protection against enemy 
anti-aircraft defenses. 


Fifteen-Point Legislative Program In Trouble. 
This is the conceded view of "both sides of 
the aisle". Time limitation as Congress 
strives for July 1 adjournment ; lack of 
popular appeal, and absence of campaign 
advantages to the majority Party, are 
principal assigned reasons. A point-by-— 
point summary: 


& Foreign Aid is discussed in detail on 
opposite page (Inside Washington). 


& Sensible Farm Bill seems foredoomed to 
failure. President has not submitted a 
detailed plan himself, while Congress is 
loath to tackle so knotty a problem ina 
campaign year. Ranking members of House 
and Senate Agriculture Committees privately 
concede (1) they have no practical 
solution in sight, and (2) they fear the 
"perhaps over-rated" farm vote. 
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Congress Bucks Veto Threat. This time on Federal employee 
pay raises. White House has indicated objections to 
increases beyond 5%, but House Committee has made it 
approximately 9%. Senate may raise any House-passed bill 
by three percentage points. Either will get a resounding 
Eisenhower "No!", even though President is anxious for pay 
hikes for engineers and scientists. (See issue of May 7.) 

A veto will be sustained, but the Solons, for campaign 
year reasons, want to "get on the record" as supporting pay 


Unemployment Curve To Move Downward. This is the 
cautiously expressed opinion of Commerce and Labor 
Departments. They hedge it though with the prediction that 
June High School and College graduates may swell the labor 
force beyond normal Summer increases in those gainfully 
employed. Already there is some tendency to allow 


& Sugar Act Extension. President asked four 
years, but one or two is more likely. 
Further, it is doubtful if he will get 
Suggested authority to alter import quotas 
in case Cuba's Fidel Castro gets more 
obnoxious ; if he does, however, Congress 
can and will act “almost overnight". 

» New Federal Judgeships. Forty new 
Judgeships, suggested by Mr. Eisenhower, 
will not be approved although a few may be 
created where dockets are extremely 
congested. Democratic majority, sensing 1960 
White House victory, will prefer to hold 
these "plums" until next year. 

> Statutory Ceiling On Long-Term Treasury Bonds. 
Although President's plea for increase of 
present 414% interest ceiling on long-term 
Federal bond issues has the support of Sen. 
Harry F. Byrd (D., Va.), Chairman of Senate 
Finance Committee, and partial support (up 
to $2 billion worth) of House Ways & Means 
Committee, prospects are very, very dim. 
Issue has campaign possibilities for the 
minority Party. 

® Gasoline Tax Hike. Congress (including 
many Republicans) simply will not "go 
along" with this in an election year. 
Further, recent revelations of waste and 
graft in several areas of the Interstate 
Highway System will serve as a brake on 
any move to hike the tax for the benefit of 
the Highway Trust Fund. 

& Postal Rate Increases. These are "out the 
window". Congress simply does not approve 
postal hikes in a campaign year. Also, there 
is far too much Congressional 
dissatisfaction with present postal 
service inefficiencies, none of them 
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directly traceable to present postal rates. 

& Immigration Legislation. Requested was 
liberalization of present immigration law 
and provision for additional legislation 
to aid refugees. With present unemployment 
Statistics in mind, Congress will not be 
inclined to comply, but there may be some 
legislation helpful to a limited number 
of refugees. 

& Additional Presidential Office Space. This may 
be provided, but not in amount suggested by 
President. This is another instance in 
which the Democratic majority (sensing 1960 
victory) may prefer to have the new 
President's views before taking action. 

& Reorganization of Executive Branch. The answer 
on this is "iffy". Present Reorganization 
Act, has already expired. Here again, the 
Democratic majority in Congress will be 
inclined to leave any reorganization to the 
discretion of the hoped-for Democratic 
President. 

& School Room Construction. On this the 
Congress will very likely pass its own bill, 
considerably more costly than the 
President's recommendation, in the hope that 
a veto will provide a campaign issue. 

® Depressed Areas Bill. Congress has passed 
and sent to the White House its own bill, 
$198 million in excess of the President's 
requested $53 million. Veto likely. 

> Medical Help For The Aged. The President's 
voluntary program will not get approval of 
House Ways & Means Committee, nor is it 
likely that the Committee will reconsider, 
or approve, the Forand Bill which would 
finance the program through an increase in 
Social Security taxes. At one time the 
Committee seemed favorable to the Forand 
measure, but backed down lest Senate 
amendments upset the Committee's plan to 
completely revise the Internal Revenue Code 
next year. 

& Minimum Wage Law. The President wants 
this raised (perhaps not beyond $1.15 per 
hour), and to cover about 3.5 million not 
now covered. A Senate Labor subcommittee 
has recommended $1.25 minimum with 
additional coverage of 7.5 million. House 
Speaker Sam Rayburn, Texas Democrat, earlier 
predicted the $1.25 minimum and the 
additional coverage. He has since "hedged". 
Look for a $1.25 minimum, but without the 
edditional coverage. 

& Conservation Measures. These are anyone's 
guess. Congress (the Democratic majority) 
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will decide which have the most vote-getting 
potentials. None is too costly, all have 
campaign value; most will be enacted into 
law — especially those relating to 

Alaska, expansion of aid for research in the 
coal industry, and one or two mid-West 
water projects. 


Aluminum Frets Lumber Industry. Increased 
use of the white metal in low-medium cost 
home construction is cutting into lumber 
sales. This according to one Federal 
Department as well as Washington figures in 
the lumber industry who readily admit that 
"in many instances" aluminum is more 
practical, more economical, than lumber; 
especially in the areas of prefabricated 
homes. 


More Newspaper Mergers In Offing. Mounting 
newsprint and labor costs are in the 
background. Hanging fire in Justice 
Department's Anti-Trust Division are more 
than a dozen proposed newSpaper mergers in 
major cities with two or more dailies. 
Justice is apparently not in position to 
dissent for simple reason that proposed 
mergers show bad financial position of one 
paper or the other. The Department can 
refuse its approval, but it cannot prevent 
the weaker paper from going entirely out of 
business, nor can it furnish employment to 
those who would "lose out" in case of such 
closure. On the other hand, the stronger 
paper in the proposed merger can offer 
continued employment to a portion of the 
workers of the paper taken over in a deal. 


Drug Inquiry Far From Finished. This is the 
word from Sen. Estes Kefauver, Tennessee 
Democrat, who heads Senate Anti-Monopoly 
subcommittee of Judiciary Committee. 
Desperately hunting a campaign issue ina 
forthcoming election, Kefauver may switch 
from drugs costs to the costs of vitamin 
preparations. Devoid of headlines available 
to him in crime probe of some years ago, the 
Tennessean is "grasping for straws", but 
overlooks fact that drugs and vitamins are 
of little interest to his constituency, 
primarily interested in the expansion and 
further development of the Tennessee Valley 
Authority (TVA). Consensus is that Drug 
and Pharmaceutical industries will be given 
respite until next year to fully explain 
their positions. 
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U.S. OIL COMPANIES 
UNDER TRANSITION 
IN SOUTH AMERICA 


By JOHN H. LIND 


> Slow-down in consumption ... increase in competi- 
tion ... new political pressures from within and with- 
out ... create new problems for Latin-American oil 


ATIN AMERICAN oil, the area’s chief com- 
modity, is feeling the effect of the many dy- 
namic changes—positive and negative—currently 
taking place in the world oil industry. These changes 
will have profound effects on the producing coun- 
tries and the consuming countries south of the Rio 
Grande, as well as the international oil companies 
operating there. The reason for these changes is 
the same in Latin America as in other parts of the 
world. There is too much oil around. Whereas just 
three years ago Venezuela was producing at top 
capacity to meet the temporary oil shortage in 
Europe caused by the Suez crisis, oil is today reach- 
ing a condition of glut. The problem is no longer 
how and where to find it but how and where to sell it. 
To a considerable extent this world-wide surplus 
of liquid gold is the direct consequence of the Suez 
crisis. Egyptian dictator Nasser’s attempt to dic- 
tate foreign policy to Western Europe by blocking 
delivery of Arab oil, brought home dramatically a 
realization that a consuming nation ought to have 
diversified supply sources for its essential import 
commodities. This set off a global drive to elimi- 
nate such a bottleneck in the future. Diversifica- 
tion has certainly been achieved—with a vengeance. 
This has resulted in exploration by established 
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oil companies and newcomers to a degree that is 
being felt in the balance sheet of the entire oil 
industry and, as was to be expected, the Soviet Bloc 
entered into the situation with a growing export to 
the West of 300,000 barrels daily this year, equiva- 
lent to 1.5 percent of the West’s total oil needs. The 
effect on the Latin American oil producers has been 
far from salutary. 


Venezuela Wanted MORE So the Rich Can Get Richer 


Let us begin with Venezuela, the world’s largest 
oil exporter whose production of some 2.7 million 
barrels daily accounts for 80 percent of Latin Amer- 
ica’s total oil output. Venezuela’s oil production has 
approximately doubled in the past decade, while oil 
income has risen from less than $200 million to 
nearly $1 billion in the 1949-1959 period! 

On top of this were some $690 million of cash 
bonuses for new concessions received during 1956 
and 1957. In addition, current overseas spending 
by oil companies for maintenance of existing in- 
stallations and development of new prvduction 
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adds several hundred million dollars more to the 

total cash received each year. 

Yet, the situation in Venezuela is far from rosy. 
The cash bonuses for the new concessions have been 
squandered away by ex-dictator Perez Jimenez and 
the present government of Romulo Betancourt has 
decided against issuing new concessions as long as 
the present world oil surplus continues, since any 
additiona! supplies would only postpone the possi- 
bility of balancing the world oil economy. Further- 
more, under present conditions, cash premiums for 
Venezuelan oil concessions would be much smaller 
than they were three and four years ago. Tax pay- 
ments and royalties will continue to flow into the 
Venezuelan treasury at a rate of nearly $1 billion 
per year. But for the time being it will not show 
much of a growth rate. In 


tailed, which altogether produced a greater loss of 
markets to cheaper Middle East oil than would 
otherwise have occurred. 


Creole Petroleum Suffers Earnings Decline 


A vivid example of what has taken place is to be 
found in Creole Petroleum’s latest annual report, 
just out. Net profits of Venezuela’s largest and most 
profitable producer tumbled to a rate equivalent to 
only 49¢ per barrel of production. This compares 
with 60¢ in 1958 and 9414¢ in 1957. It is also far 
below the per-barrel rate of profits of leading crude 
oil producers in the United States and compares 
with a profit range of 70-80¢ per barrel in the Mid- 
dle East. 

Creole’s tax payments to the Venezuelan govern- 

ment for 1959 will be $30 



































fact, in 1960 production = million less than last year 
will probably be below last Seurces end Uses of U.S. Petroleum despite higher production 
year, if one is to draw any A r and sales. According to 
conclusion from the per- Investments in Latin America Creole’s president, no im- 
formance during the first 4 (million dellers) provement can be expected 
months of 1960. _ — this year. On the contrary, 

But without an increase " cama a he said, “Some of our tra- 
in oil income, Betancourt’s Sources of Funds ditional markets are _ be- 
economic reform program EE aiceeiaide ceelabeiniacigihcatastesonceiebicbiectessnnes 1,478 738 coming increasingly vul- 
may well be in trouble. Net Income ..........-cscceccssseeeessneesesnnnes 621 371 nerable to the competitive 
Yet, there is an urgent Funds from U.S. ...........csccseesseseesssees 513 31 pressure of oil from other 
need for his program. For Funds from Abroad .....................00.. 128 63 sources.” 
Venezuela’s wealth — it Depreciation and Depletion ........... 205 248 . 

; : Corrective Government 
has a per capita annual 1n- Other Cocccccccoscccoscocccoccessececocoocesccoccososs 1 25 . “ 
r Action Imperative 

come of $750, compared to Uses of Funds . 
the Latin American aver- a 1,478 738 Now this does not mean 
age of $200—is only skin- Property, Plants and Equipment ....... 822 425 that the Venezuelan econ- 
deep. There is a yawning ERE emer 138 40 omy is ready to fall apart. 
gap between the few very III ; cdvaits feshedncuaiouccodiaininninieen 50 5 After all, the government 
rich and the many very IND aenitiasiespsinerciersocshulendinniei 49 1 can count on a minimum 
poor. (Jimenez accumu- Uncmene pratt CUP nanennnnseeeeennneerserene a9 357 income of at least $90 mil- 
lated some $200 million be- lion per year from foreign 








fore he was overthrown.) 

Betancourt hopes to change this by redistributing 
the income. At the same time, he wants to diversify 
the economy so that it does not depend to such an 
overwhelming extent on oil. Betancourt is a moder- 
ate left-of-center politician with a genuine anti- 
communist bent, and warm feelings towards the 
United States, where he has lived during most of 
his long exile. If he does not succeed in his indus- 
trialization and agricultural reform program, he 
might be overthrown by a dictator either of the 
Castro or the Jimenez variety. Either would be 
unfortunate for the development of democracy in 
the Caribbean. 


The Seeds of Instability Are There Now 


Betancourt’s program is predicated on growing 
oil income by the government. This is the part 
which worries many foreign observers in Vene- 
zuela. For while production is still only slightly 
below record levels, revenues are off nearly 7 per- 
cent, due to price drops and higher labor costs. This 
is counter to Venezuelan expectations, according to 
which the higher taxes initiated at the end of 1958 
(from 50 to 63 percent of net profits) plus the re- 
cent increase in petroleum worker wages (by about 
$100 million per year) would offset any loss due to 
production decline. But the higher production costs 
in a buyer’s oil market caused a number of wells to 
be shut down, and further exploration to be cur- 
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oil operations. No other 
Latin American government is that fortunate. Fur- 
thermore, while world oil prices have shown some 
declines in the last couple of years, these are noth- 
ing compared to the violent price fluctuations which 
occur perennially in most other raw material mar- 
kets. But if Venezuela wants to participate in the 
growth of world oil demand, it will have to increase 
incentive for outside investment, to counteract the 
discouraging effect of higher taxes and labor costs 
which place oil produced in Venezuela at a com- 
petitive disadvantage with the Middle East and 
North African production. Hence, while the govern- 
ment might find it politically impossible to rescind 
the new tax rates, it might try to restore the at- 
tractiveness of its oil by granting tax credits against 
company reinvestment of earnings within the coun- 
try, or in other ways alleviate the strain. This 
suggestion has, in fact, been sympathetically, if in- 
formally, discussed by Venezuelan government offi- 
cials, with the likelihood that something is going to 
be done to solve this serious problem. 


The Folly of Nationalization Today 
In the meantime, however, the government has 
made another move which is likely to have just the 
opposite effect. It has finally established a national 
oil company which is to engage in exploration, pro- 
duction, refining and marketing. There is certainly 
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no need for such an enterprise which, if successful, 
will only increase the existing oil surplus. Neither 
is it a step in the avowed direction of diversifying 
the country’s economy. 

It was undertaken strictly as a nationalist step 
to meet “a legitimate aspiration of the Venezuelan 
people,” as it says in its statutes. 

The new company has already been assigned a 
concession at Lake Maracaibo with virtually proved 
oil reserves. At the moment, the new national oil 
company is still only a very minor factor in the 
Venezuelan oil industry. But if the government 
should push its development against the interests of 
the private foreign oil companies which have in- 
vested billions of dollars to make Venezuela the 
world’s greatest oil exporter, these companies will 
undoubtedly further cur- 


courageous step of publicly calling a spade a spade. 
He declared that the hitherto sacrosanct state oil 
monopoly just could not do the job alone and that 
it was necessary to call in private foreign compa- 
nies if Argentina’s oil potential was to be fully 
developed. 

New Type Contract 


The contracts under which these companies, 
mainly U.S.-owned, are operating in Argentina are 
different from the usual oil agreements. They act 
as sub-contractors for the state oil agency and re- 
ceive a payment per barrel of oil produced. While 
this is entirely new (its purpose is to satisfy the 
nationalist desire for state ownership of all natural 
resources) it was, nevertheless, satisfactory to the 

foreign oil companies. Oth- 


















































tail their activities. erwise, so many of them 
Since the marketing ma- : would not have jumped at 
chinery in the eastern and = = — — a the opportunity of becom- 
western hemisphere is con- nvesrments in Latin America ing oil producers to YPF. 
trolled by the private com- 
panies, the Venezuelan (million dollars) Success! 
economy would certainly The result of the entry 
suffer because the main — = = of foreign oil capital is 
problem at present is the Total Latin American Republics . 2,870 3,005 that Argentina’s oil im- 
marketing of the oil rather Argentina Rh h hn eR 1 1 ports in 1960 will be less 
than the production of it. Brazil 227 215 than half of what they 
If Venezuela expected to p+ abe LA A were in 1959 and only 
market its oil to the coun- oo . 1 1 38 percent of what they 
a of South a Mexico ........ 18 19 a ae in opens before 
made a gross miscalcula- Perv ....... 1 1 the foreign oil companies 
tion because, as a result of ——— . 2,179 2,302 | came to the South Amer- 
ae a Te has || Romine Repub Bx yt 
s é ities, ‘ RRA 96 110 , 4 na WI 
been going on in every Other countries ........... 39 49 be self-sufficient in oil 
eye | in Latin America, European Dependencies 190 206 and after that she will 
so that already several of — — start exporting to her 
these countries are already +—tacloded in total oil-deficient neighbors. 
on the way to supplying Of course, Argentina’s 


their own needs and, in the 
case of Argentina, even able to export in the near 
future. 


Comeback for Argentina? 


What private industry can accomplish if given a 
free hand is currently being demonstrated in an- 
other Latin American country—Argentina. Until a 
year ago that country’s economic development had 
been seriously handicapped by the heavy burden of 
oil imports which, at an annual rate of nearly $300 
million, left little foreign exchange for the importa- 
tion of sorely needed industrial equipment. Further- 
more, importation of oil was becoming an increasing 
drain on foreign exchange reserves, considering the 
country’s growing industrial needs, thus hampering 
its economic development. If, on the other hand, oil 
imports were curtailed, the lack of fuel was certain 
to halt the country’s economic progress. The only 
way to break out of this vicious circle threatening 
economic stagnation was to find oil locally. This the 
state oil monopoly (YPF) was unable to undertake 
because of financial shortages, political pressures, 
bureaucratic inefficiency and the general inability 
of the government to engage in such a risky ven- 
ture as oil drilling. 


Realism to the Rescue 
Late in 1958 President Arturo Frondizi took the 
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gain is likely to be Vene- 
zuela’s loss, since the latter country has been a tra- 
ditional supplier to Argentina and her neighbors. 
This is typical for the kind of development which 
is rapidly making marketing, rather than produc- 
tion, the key to success in the oil industry. If Brazil 
and Chile, South America’s largest oil importers, 
should ever abolish their state oil monopolies and 
admit private foreign capital, they, too, might be- 
come self-sufficient, thereby further curtailing Ven- 
ezuela’s (and to a lesser extent, Colombia’s) export 
markets. 

Cuba Weakens Position 


The oil companies are also facing problems in 
Cuba whether they are producers, refiners or mar- 
keters. Here everything has been topsy-turvy since 
the self-styled bearded “liberator” has decided to 
impose his brand of economic reform on that un- 
fortunate country. The new oil law approved by the 
Castro government late last year does the following: 
a) it imposes a 60 percent royalty on output; b) it 
established refinery production quotas; c) it limits 
exploration concessions to about 20,000 acres, far 
below the acreages held by many foreign firms; d) 
it cancels all requests for new exploration and ex- 
ploitation rights; e) it provides for the loss of con- 
cessions if firms cannot prove that drilling is in 
progress; and f) it (Please turn to page 284) 
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AIRCRAFTS TODAY AND TOMORROW 


By ALEXANDER S. RICHFIELD 


> The position of the individual companies under cut-backs — shift and change 
. when the low point will be reached 
® Companies where special circumstances exist — mew orders — and who is 


getting them 


& Position and earnings-dividend outlook for the big companies — the smaller 
companies — and where special situations exist 


HE nation’s principal aircraft manufacturers 

will enjoy slightly higher sales in 1960, and 
backlogs will climb sufficiently to assure even higher 
levels in 1961. But, except for a few companies 
where special circumstances prevail, profitability 
will remain low in the current year and probably 
in 1961 as well. Moreover, there is little indication 
that the numerous factors that have developed in 
the last few years to complicate life for the aircraft 
manufacturers will diminish in impact during 1960. 
Rather, it is likely that troubles and complications 
will remain the order of the day. 

To appreciate the plight of the aircraft companies 
one needs only a little historical and scientific per- 
spective. Ever since World War II the plane makers 
have realized their major income from extensive 
contracts for the production of specific types of air- 
craft. In most instances the planes were designed 
to meet specifications set down by the military au- 
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thorities, and once the developmental period was 
over the manufacturer could look forward to an ex- 
tended contract. Under these circumstances profits 
were derived not only from the assured return 
granted by the government, but from the benefits 
of new techniques and improved production meth- 
ods that could be brought into play in a mass pro- 
duction enterprise. 

Today, however, most of this has changed. Al- 
though there are still some prime aircraft contracts 
in existence the sharp sword of cutback or can- 
cellation hangs over the head of most. In late 1959 
and early 1960, in fact, cutbacks or cancellations 
hit General Dynamic’s B-58 Bomber program, Boe- 
ing’s B-52 bomber and KC-135 tanker-transport, 
and North American’s B-70 chemical bomber. Both 
Boeing and Martin as important subcontractors 
were also affected by the B-70 cutback. 

Under these circumstances it is understandable 
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I Statistical Data on Leading Aircraft Companies 
Earnings Per Share - Dividend Per 
Cash Earn. Ist Quarter _ Share 
1958 1959 Per Share Earnings Per Share Indicated Recent Div. Price Range 
1959 1959 1960 1959 1960 Price Yield 1959-60 
INIT ese cence aiataledicedialinaaion $1.01 $ .93 $1.54 $ .14 $ .20 $ 40 $ .50 12 4.1% 17%-10%2 
Ean ae Ce TRC EEO 4.03! 4.74! 5.401 1.89- 2.777 1.60° 1.66 71 2.2 797-282 
Bell Aircraft a 1.26 2.26 .26 N.A. .50 12 24%-12 
I II ins asin dnictieeanueiabsbnsesieiobtancenunnboteen 4.01 1.65 4.19 22 51 1.00° 1.00 25 4.0 46'2-23 
EISEN aR ee SNS Oe 1.87! 2.47! 3.00! 1.20° 1.31° 63 80 38 2.1 4058-1458 
| Chance Vought Aircraft .... 7.65 4.12 6.99 1.27 74 2.00 2.00 26 7.4 42'2-25% 
| ERE SEES Rn 2s eae ea 3.11 1.71 2.01 N.A. N.A. 2.25 1.00 19 5.2 4054-19 
BR Ot | Rea ereoncenen eee 4.41 48.86 41.10 41.82 1.00 28 - 5934-28 
| Fairchild Engine & Airp. . Al - d@ 09 qo 7 10%- 6'2 
f) General Dynamics ...........essovvecssessnnsnsseeesnnnnneee 3.95 3.12 5.86 72 62 200 200 42 47  66%-38 
Be MIS CII, cncicreisncscnnsscntinceetinsonstnvasesssiees 1.13 2.24 3.58 48 .88 1.50 1.50 25 6.0 3034-2042 
‘| Lockheed Aircraft 2.75 1.21 3.03 65 38 1.20 1.20 20 6.0 3934-20 
Be ET TIIIIIID, .cicctestanecpniinonsconsoeuteionesesnentcsininioes 87 .%6 1.90 .26 07 -- 18 46'2-17"4 
laa eceeitnibiinpnsleiitti 4.01 4.34 7.47 1.04 1.13 1.60 1.60° 38 4.2 6234-32% 
McDonnell Aircraft (New) . 3.16% 3.05% 4.7% 81 84 50° 1.009 18 5.5 247%-147% 
| North American Aviation ...................:..0-0e00+ 3.34! 3.781 5.35! 1.63- 1.432 1.60 2.00 30 6.6 525-30 
et  -, ase ee ligheioe . 4314 4.014 5.96% 1.975 1.735 1.60 1.60 29 5.5 4434-2458 
Piper Aircraft .......... ‘ 2.36! 3.00! 3.441 1.32° 1.772 1.00° 1.00 60 1.6 66 -20% 
Republic Aviation 3.48 2.37 3.61 .40 35 1.00 1.00 23 4.3 28%4-17'% 
SEE ER ek ae ean ees 2.874 1.404 2.314 96" 35° 1.08 1.00 13 7.4 24%4-12% 
Ryan Aeronautical . siaaanionsoraniediods 1.706 1.726 2.646 357 157 85 .20 15 1.3 24 -13% 
Solar Aircraft * ......... 2.2211 2.0111 4.0511 1.5510 d2.7410 1.00 19 24\4-14 
Temco Aircraft Corp. . 1.50 .68 1.46 .27 .22 70 115i 13 19%- 934 
United Aircraft 6.41 4.26 8.92 1.20 95 2.50 2.00 34 5.8 66 -32% 
N.A.—Not available. 3_Year ended June 30. S—Plus stock. 
d—Deficit. *_Year ended July 31. 9__Div. on new stock. 
*—Int. Harvester holds 80% ef stock. 56 months ended Jan. 31, 1959 & 1960. 10__9 months ended Jan. 31. 
1__Year ended Sept. 30. ©__Year ended Oct, 31. 11__Year ended April 30. 
24 months ended March 31. 7—Qwar. ended Jan. 31. 12__Dividend omitted 3/19/60. 
Avco Corp.: Company has finally put several successful years together Marquardt Corp.: One of the nation’s major missile engine producers, 
the company should be among those in the forefront of the space age 


buf earnings growth will not be large in the near future. 

Beech Aircraft: Company's commercial sales are in a real upswiog and 
should carry earnings on to new highs this year, unless military con- 
tracts are cut before commercial business reaches 75% of volume. BI 
Bell Aicraft: Company is selling off several divisions for cash and 
should be better off financially. Judgment will have to await signs 
that the cash is being used profitably. 

Boeing: Earnings have probably touched bottom for this major pro- 
ducer. Former high levels may not be attained for several years, but 
oat least $3.00 per share seems probable. 8B! 

Cessna: Leading producer of small civilian planes, recent success should 
be continued in the year ahead. Steadily rising earnings trend seems 
likely. BI 

Chance-Vought: Earnings are still in the downtrend caused by cancella- 
tions of Navy fighter contracts. Future is fairly bright. 
Curtiss-Wright: Company must rebuild its lines completely. Propellers and 
engine parts formerly loomed large, but have now been technologically 
displaced. C4 

Douglas Aircraft: Another year, at least, of sharply depressed earnings 
are in prospect. Longer term picture is good, especially in missile 
operations. B4 

Fairchild Engine: Higher profits ahead after several depressed years. 
long term results however depend on the ultimate success or failure 
of the F-27 transport. C3 

General Dynamics: Excellent missile contracts 
atomic.missile launching submarine program promise 
for this important company. 

Grumman Aircraft: Successful fighter contracts have reversed the down- 
trend in earnings. Long term earning power still in doubt. C 
Lockheed Aircraft: Future is good because of Polaris missile, but current 
outlook depends on investigation of mishaps involving the Electra jet 
transport. B2 


and an accelerated 
strong earnings 





Earning power still to be proven. 682 
Martin Co.: Beginning of the Dyna-Soor program plus success 
several small missiles should lead to further earnings betterment 
pany is also important in electronics field. 681 

McDonnell Aircraft: Strong earnings from fighter contracts and important 
position as prime contractor for Project Mercury makes for pleasant 
reading for shareholders. Continued earnings strength. 

North American Aviation: Lower sales and earnings ahead becouse of 
contract cancellations, but company will remain important in the missile 
and space program. 

Northrop Corp.: Company is now in a transitional period in which eorn- 
ings will continve their moderate decline. Position in electronics and 
missiles speaks well for future. 

Piper Aircraft: A major producer of small, private aircraft, recent op- 
erations have been highly successful. Continuation of the pattern appeors 
likely. 

Republic Aviation: Fighter contract for the FI05 keeps company going 
but the future is in doubt. 

Rohr Aircraft: Fortunes are tled closely to large companies that it 
services. Prospects are for small revenve advance but lower earnings 
in the year ahead. C4 

Ryan Aeronautical: Missile components, engines and jet parts continue 
in good demand, indicating that 1960 results will at least equal those 
of 1958 and 1959. C2 

Solar Aircraft: Compony has accepted exchange of stock offer from 
International Harvester. 

Temco Aircraft: Primarily a subcontractor and design company. Merger 
rumors account for recent activity in the stock. C2 

United Aircraft: Excellent company in process of realigning its opera- 
tions. Aircraft engines, however, are again becoming major source of 
profits, indicating better days ahead. A2 


with 
Com- 





C— Speculative. 
D—Unattractive. 


RATINGS: A—Best grade. 
B—Good grade. 


3—£arnings up from lows. 


1—-Improved earnings trend. 
4—Lower earnings trend. 


2—-Sustained earnings trend. 
































that the companies are reluctant to incur extra costs 
in production-line experimentation. The life-expec- 
tancy of the contracts is too short. 

Of course, aircraft are not the only source of 
revenue for the plane makers. Most, if not all, are 
firmly ensconced in the missile and space programs 
that now dominate the nation’s defense budget. But 
missile or satellite contracts are not comparable to 
the old aircraft contracts. 

There are many reasons for this, but the primary 
one is the extraordinarily rapid pace of technologi- 
cal development and hence the quick obsolescence 
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of new equipment almost before it is off the draw- 
ing board. Another important reason, also, is the 
simple fact that our new weapon systems are so 
enormously destructive that not as many are needed. 
One nuclear-armed missile that strikes its target 
can do more damage than the largest B-17 or B-29 
raids conducted by the Air Force during World 
War II. 

From the profit point of view, another vital fac- 
tor is the greater precision required in the produc- 
tion of modern weapons, and hence higher costs. 
Moreover, since electronic components are neces- 
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Comprehensive Statistics Comparing the 














1__Net of $341.6 million adv. & progress payments. 

2__590,319 shares. 

3__After deducting $10.3 million partial payment on U.S. Gov. 
contracts. 
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Curtiss- North 

Figures are in millions except Boeing Wright Douglas General Lockheed Martin American United 
where otherwise stated. Airplane Corp. Aircraft Dynamics Aircraft Co. Aviation Aircraft 
CAPITALIZATION: 

Long Term Debt (Stated Value) ............. $ 70.5 — $ 87.9 $ 155.1 $ 41.8 $ 17.7 — —_ 
Preferred Stock (Stated Value) .............. —_— $ 62 — $ 51.6 — _— — $ 343 
No. of Common Shares Out. (000) ........ 7,522 7,673 3,817 9,944 7,198 3,075 8,133 6,396 
Capitalization $ 8.3 $ 119.7 $ 216.6 $ 49.0 $ 208 $ 8.1 $ 663 
Total Surplus $ 195.9 $ 106.9 $ 268.1 $ 139.7 $ 76.1 $ 197.4 $ 223.4 
INCOME ACCOUNT: Year Ended .......... 12/31/59 12/31/59 11/30/59 12/31/59 12/27/59 12/31/59 9/30/59 12/31/59 
PUTT :cisiscoisbbehechcemnciauhansibesiaishigbibeancckciaedlerah $1,612.1 $ 329.1 $ 883.8 $1,811.8 $1,301.5 $ 523.7 $1,044.9 $1,080.9 
Deprec., Depletion, Amort., etc. ............. Ss Te Q 8.1 $ 13.2 $ 27.3 $ 13.0 $ 9.6 $ 12.8 $ 28.4 
SII III vcinicicsciccinsansinssiousiedicinnieneiitinecona $ 13.4 $ 17.2 $CR34.5 $ 23.1 $ 8.6 $ 144 $ 33.5 $ 33.0 
Interest Charges, ete. ............ccccccceceeeeeees $ 9.5 aa $ 127 $ 6.2 $ 5.2 $ 1.8 $ 1.2 $ 2.9 
Bal Be NII crsivistisiasnseneiecabeinaniens $ 12.4 $ 13.1 $ 433.8 $ 31.0 $ 8.7 $ 13.3 $ 30.7 $ 27.2 
NI IIIIINIIID  scicsninttesictectcsicencaneersionen 2.1% 8.6% — 3.1% 1.2% 5.7% 6.0% 5.7% 
Be I IID scsssssicsennsinmappnnniesictateniesannn 7% 4.3% — 1.6% 6% 2.5% 2.9% 2.6% 
% Earned on Invested Capital .......... 5.9% 7.0% — 9.3% 5.9% 16.8% 14.9% 9.8% 
Earned Per Common Share .................... $ 1.65 $ 1.71 $ 48.86 $ 3.12 $ 1.21 $ 434 $ 3.78 a 4.26 
Cash Earnings Per Share ........................ $ 4.19 $ 2.01 — $ 586 $ 3.03 $ 747 $ 5.35 $ 8.92 
BALANCE SHEET: Year Ended ............ 12/31/59 12/31/59 11/30/59 12/31/59 12/27/59 12/31/59 9/30/59 12/31/59 
Cash and Marketable Securities ........... $ 48.9 $ 62.9 $ 35.2 $ 69.6 $ 369 $ 10.7 $ 48.7 $ 367 
RINE TID sccceseisseconsesnnsesenssnsnssesisens $ 274.31 $ 63.55 $ 274.84 $ 485.25 $ 171.9 $ 49.15 $ 70.2 $ 219.9 
ERR $ 189.1 $ 48.0 $ 27.8 $ 81.7 $ 168.5 $ 596 $ 179.1 $ 140.7 
IIIS «sins <ceneseciuslibsiasesitdbinicinntecntatone $ 515.7 $ 174.5 $ 387.4 $ 640.1 $ 403.9 $ 120.6 $ 309.6 $ 397.4 
IE TID sssccesccccenccsccceseosensoniscins $ 316.3 $ 48.0 $ 233.2 $ 375.0 $ 328.4 $ 79.5 $ 175.0 $ 235.5 
SN IID cc ciccicvncvcnsovtctcesscnecsavavastes $ 199.4 $ 126.5 $ 154.2 $ 265.1 $ 75.5 $ 41.1 $ 134.6 $ 161.9 
Current Ratio (C. A. to C. L.) .....0...... 1.6 3.6 1.6 1.6 1.2 1.5 1.7 1.7 
I i ata itaiscninemnnnentel $ 78.0 $ 73.1 $ 67.3 $ 182.9 $ 72.6 $ 49.4 $ 70.7 $ 117.7 
IIIT ciccnddinasbacl cain aceatnageneseababalanonad $ 595.3 $ 251.1 $ 459.8 $ 861.3 $ 521.1 $ 180.8 $ 380.6 $ 530.8 
Cash Assets Per Share .................c..0000000 a 6.50 $ 8.19 $ 9.22 $ 7.00 $ 5.12 $ 3.50 $ 6.00 $ 5.74 
d—Deficit, 4—_1ncluding cost fixed fee contracts. 


5_Includes unreimbursed expenditures. 
6—1Includes unbilled costs. 


Position of Leading Aircraft Companies 























sary, a good deal of the more profitable end of the 
contract must be subcontracted out to electronic 
companies with the skills and know-how to con- 
struct the intricate components. 

This points to the last, but possibly most impor- 
tant source of trouble for the plane makers. The 
electronics companies are not only subcontractors, 
but are also effective bidders against the plane mak- 
ers for prime contracts. 

Where They Stand Now 


With all these changes the aircraft industry is 
still enormous in size and possesses amazing vital- 
ity. Backlogs, by 1961 will probably exceed $12.5 
billion, a figure of enormous proportions despite 
the fact that it is far below the record $17 billion 
backlog of 1956. That represented aircraft con- 
tracts, however. Today’s backlog is for aircraft, 
missiles and satellites. 

In addition, the industry is currently enjoying 
one of its strongest periods of sales of commercial 
aircraft. The swing to jets by the world’s airlines 
has only just begun, while the use of aircraft by 
private firms is increasing by leaps and bounds—a 
factor that can be seen readily in the recent suc- 
cesses of Beech and Cessna. 

As in the past, however, the fortunes of individ- 
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ual companies within the industry will vary widely 
in the months ahead, depending on the status of 
specific contracts and the overall nature of their 
production. 


The Big Companies 


Before discussing the large companies fully, it is 
necessary to point out that the future for all air- 
craft manufacturers, at the moment, is clouded by 
the forthcoming Summit Conference. A general 
disarmament agreement is extremely unlikely, but 
even a limited pact could work serious disadvan- 
tages on companies with fighter contracts and long 
range bomber contracts. Consequently, it would 
appear the wisest course, at the moment, to avoid 
all aircraft commitments, except where they fullfill 
a specific role in balanced portfolios. 

With or without international events, Douglas Air- 
craft provides ample evidence of the hazards of 
investment in this industry. The company is one of 
the largest and one of the most soundly managed 
organizations in the industry. Yet its problems are 
legion, and its profits lately miniscule. Followers of 
Douglas have become accustomed in recent years to 
earnings figures ranging from $5.00 to $9.00 per 
share. But in 1959 all four quarters showed deficits 
for an aggregate loss of $8.11 per share. The first 
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quarter of 1960 showed no improvement, with a 
loss reported at $1.82 per share. Dividends were 
omitted by this major company in the third quarter 
of 1959 and have not been reinstated, nor is it likely 
that they will be at any time this year. 

What is hurting Douglas is the simple fact that 
profitability on military contracts has declined 
enough to throw all of the burden for developing 
non-military products directly on the company’s 
own resources. Thus the DC-8 jet airliner, success- 
ful though it is as a flying machine, has so far been 
a financial blow for Douglas. The amortization of 
development costs has eaten away profits from all 
other operations and will continue to do so for most 
of 1960. Moreover, these costs proved higher than 
expected. Originally the company thought that oper- 
ations would be on a break-even basis after pro- 
duction of the twentieth DC-8. Now it concedes that 
point will not be reached until the seventieth plane 
has been delivered. 

Douglas’ troubles are not necessarily permanent, 
however. The company will weather this storm and 
retain its position as a leading aircraft, and one of 
the dominant missile producers. (The very success- 
ful Thor is a Douglas product.) Although investors 
may have a trying period ahead of them, they can 
average advantageously at the proper time. 

Boeing Airplane, another giant of the aircraft in- 
dustry has managed to avoid the major catastrophe 
that struck Douglas, but it is having troubles of its 
own. 

Earnings were only $1.65 last year compared to 
$4.01 the year before, but cash flow was a respect- 
able $4.19 per share. As the other major producer 
of commercial jets, Boeing was more fortunate 
than Douglas. Its 707 jet transport is a modified 
version of the B-52 jet bomber and the KC-135 jet 
tanker. Thus military funds paid a large portion of 
the developmental costs, enabling Boeing to recoup 
its investment much earlier than Douglas. 

In other areas of its business, Boeing is not so 
lucky, however. The company’s Bomarc missile, an 
anti-aircraft device, has been given the axe by the 
defense department. Moreover, as a major subcon- 
tractor to North American Aviation on the B-70 
project, it will feel the effects of the recent cutbacks 
in that program severely. 

For the near future, the Boeing picture is not too 
bright. The Bomare cancellation cut off $300 mil- 
lion in revenues, and although a new contract was 
signed for the Minuteman missile, it calls for less 
profitable research and development work rather 
than production. Recently, however, the company, 
along with Martin, received a go-ahead on the 
Dyna-Soar manned space vehicle. In a year or two 
hence, therefore, a big new course of profit potential 
may have built up for Boeing. 

General Dynamics, among the major companies 
appears to have the fewest difficulties at the present 
time, although any disarmament agreement will 
hurt. For the moment, however, it is benefiting 
where others have lost ground. The Bomare and the 
Sage Defense system project have been cut back to 
funnel more funds into the Atlas and Polaris mis- 
sile programs. The Atlas is a General Dynamic 
product, while the Polaris is designed for launching 
from submarines, one of General Dynamic’s prin- 
cipal products. 

In addition the company’s two commercial jets 
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are selling well, and its Canadian subsidiary, Can- 
adair is in line for a major jet freight transport 
plane contract from the American government. 

Sales and earnings should advance nicely in 1960 
in the wake of these developments. Profits may not 
reach the record $4.80 established in 1957, but they 
will undoubtedly pass last year’s $3.12. Moreover, 
at its current price, its prospects seem to have been 
discounted. General Dynamics yields a respectable 
4.7% on its $2.00 dividend. The entire industry is 
in too precarious a position at the moment to war- 
rant a categorical recommendation of the stock. 
Shareholders, however, can feel more comfortable 
than most aircraft stockholders. 

North American Aviation, though one of the best 
rounded and most diversified of the aircraft com- 
panies is suffering currently from the impact of 
the B-70 cutback, which followed hard on the heels 
of several fighter plane cancellations. Earnings 
growth, therefore will be slow, although the com- 
pany’s basic position is sound. 

As the largest producer of rocket and missile en- 
gines the company is assured of solid participation 
in the missile program. Moreover, backlogs should 
begin to build up again fast. This year’s earnings 
will fall short of last year’s $3.78 per share, but 
cash flow should exceed the $5.20 earned in 1959. 
Dividend coverage for the $1.60 payment seems 
assured, therefore. 


Special Situations 


Within the aircraft industry, as in all industries 
there are always exceptions. Three stand out glar- 
ingly among the airplane companies: McDonnell 
Aircraft, Cessna, and Beech Aircraft. 

McDonnell Aircraft is one of the few aircraft com- 
panies left with large enough fighter contracts to 
realize the cost advantages of mass production. 
Thus, although the F-101 Voodoo contract will run 
out this year preventing any large jump in sales, 
the company will benefit from accelerated deliveries 
to the Navy of the F4H fighters, a plane which has 
now reached an economical and big money-making 
stage of production. 

In back of these solid contracts is McDonnell’s 
vital place in the manned-space flight program. As 
the prime contractor for Project Mercury, McDon- 
nell has already delivered test capsules comparable 
to those that will launch America’s first Astronauts 
into space. This pioneer project virtually assures 
McDonnell a permanent place in the missile-space 
program well into the future. 

Earnings this year should climb to new levels, 
possibly approaching $3.40-$3.50 per share com- 
pared with a record $3.05 in 1959. These earnings 
provide ample coverage for the current 50¢ divi- 
dend on the recently split shares. 

McDonnell’s future appears bright. Investors are 
cautioned, however, that the Naval fighter plane 
business is highly vulnerable to international de- 
velopments. Thus, despite its attraction now, the 
stock should be treated with caution. 

Beech Aircraft and Cessna fall in a separate cate- 
gory, since their principal attraction lies in the fact 
that they are least dependent on military orders. 
Both have prospered in the last two or three years 
from the tremendous demand for private planes 
both among individuals (Please turn to page 279) 
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AIRLINES 
Under Competitive Problems 


and Adjustment to 
JET OPERATION 


By WARREN T. WILSON 


> Civil Aeronautics Board to the rescue — if only with a 
palliative 

> Plus and minus factors in jet operation 

® Unhappy current earnings picture — and outlook for 
the individual companies through 1960 


ETTER flying weather—metaphorically as well 
as meteorologically—now can be detected for 
the nation’s air transport industry. Spring and sum- 
mer are the big seasons for air travel. And at last 
government authorities have evidenced a sympa- 
thetic and realistic attitude in helping the airlines to 
solve numerous problems that have been exagger- 
ated by the current transition from piston to jet 
engines. It seems unfortunate that Washington’s 
awakening to the critical situation was deferred un- 
til one of the leading regional trunk lines reached the 
verge of bankruptcy. 
Obviously difficulties involved in modernization of 
flying equipment have exceeded earlier forecasts. 


erable extent, but dependability of schedules has 
fallen far short of previous experience and main- 
tenance costs have mounted well beyond forecasts. 
But most of all, excessive capacity arising from in- 
troduction of many new jetliners has resulted in a 
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Operating economies have been realized to a consid- } 
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Statistical Data on Leading Airline Companies 























———Earnings Per Share— Dividend Per 
Cash Earn. Ist Quarter Share 

1958 1959 Per Share Earnings Per Share Indicated Recent Div. Price Range 

1959 1959 1960 1959 1960 Price Yield 1959-60 
ae I cccansscecaneoccessnnsccesvennsvacninnnsure $2.51 $634 $d.12 $4.06 $1.00 $1.00 18 5.5%  33%-17% 

Braniff Airways .... 85 2.94 36 N.A. .60 .60 9 6.6 17%s- 9 
Capital Airlines ........ 41.93 980 41.03 45.95 — » 23%- 7% 

Delta Air Lines .......... 3.62! 11.52! 2.89% .984 1.20 1.20 22 5.4 36%-20 
Eastern Air Lines ... 2.24 11.70 69 4.20 1.002 1.00 26 3.8 46'-23'2 

i ene 1.421 =10.31! 98 77 122 3 12 29%-12 
Northwest Airlines 3.68 12.06 4.04 456 .80 .80 18 44 46-1634 
Pan American World Airways .... .82 1.17 6.64 438 N.A. .80 .80 17 4.5 35'4-16% 
Trans World Airlines ................... we =—«4,.26 1.41 6.15 457 d1.02 13 245-12 
United Air Lines ..... ES ee 3.88 3.50 11.73 54 4.70 .50° 50° 34 1.4 45 -25% 

I crane iaeaaiiniadinien 1.51 4.82 10.96 96 77 85° 1.00° 22 45 38 -21 





d— Deficit. 1 
N.A.—Not available at time 2—Plus stock. 
of going to press. 





American Airlines: Stimulus from introduction of jetliners likely to be 
less evident this year. Rising costs expected to pose handicap on eorn- 
ings. Net may fall below 1959 results of $2.55 a share. Dividend of 
$1 seems secure. B2 

Braniff Airways: Extension of routes from Chicago to East has proved 
ef relatively little aid in bolstering earnings. Competition from jetliners 
operated by other carriers remains problem. Company is seeking fore 
rise. C4 

Capital Airlines: Retrogression in traffic and finances, accelerated by 
competition from modern equipment on other lines, raises doubts over 
future. Merger plans being considered. Government relief may be ne- 
cessory. D4 


Delta Air Lines: High operating costs incident to introduction of jet craft 
likely to continue restrictive influence. Narrower margins indicated for 
fiscal year ending next month expceted to hurt. Dividend rate liberal C3 


Eastern Air Lines: Despite encouraging outlook for continued uptrend 
in passenger revenues, higher operating costs are likely to prevail all 
year. Load factor recovering lately, but reduced net income is anticipated 
for 1960. A2 


National Airlines: Although revenue for year ending June 30 are ex- 
pected to compare favorably with 1959 peak, earnings outlook seems 


Year ended June 30. 


3__Paid 4% in stock thus far in 1960. 
4__9 months ended March 31. 





unpromising because of extraordinary costs and higher depreciation. 
Dividends unlikely soon. C4 

Northwest Airlines: Enlarged traffic from new routes contributing to 
encouraging uptrend in revenues, but higher operating costs, especially 
on Electras, likely to depress earnings. Cash flow seems to assure 80- 
cent dividend. 

Pan American World Airways: Growth in internaitonal air travel con- 
tributing to relatively rapid rise in revenues. Unusual operating costs 
breaking in new equipment should taper off soon. Adequate coverage 
for 80 cent dividend. B2 

Trans World Airlines: Despite promising outlook for enlarged traffic on 
domestic as well as trans-Atlantic routes, profit potential remains doubt- 
ful. Financing cost of new equipment posing problem. Dividends seem 
remote. 

United Air Lines: Expansion of jet fleet this year to include Boeing 720's 
and Caravelles likely to extend period of high operating costs that 
may hold down earnings in spite of rising revenues. Dividend seems 
secure for present. B62 

Western Air Lines: Despite relatively good comparison in March quarter 
earnings with 1959 period, prospect fo 1960 remains unappealing be- 
cause of keener competition and rising operating costs. Dividend prob- 
ably secure for year. 83 





RATINGS: A—Best grade. 
B—Good grade. 


C—Speculative. 1 
D—Unattractive. 








Improved earnings trend. 
2— Sustained earnings trend. 


3_Paid 4% in stock thus far in 1960. 
4 Lower earnings trend. 

















sharp decline in average load factors and a corre- 
sponding slump in profitability. 

The silver lining which airline executives have 
scanned the heavens for, became visible late last 
month when the Civil Aeronautics Board held out 
hope of a general fare rise to provide relief. The 
board disclosed that it had decided tentatively to 
permit airlines to measure earnings on rate of re- 
turn on investment rather than on ratio of operating 
expenses to revenues. Recommendations of a com- 
mission examiner included a provision that the four 
major trunklines be permitted to earn 1014 per cent 
and the remaining eight smaller carriers be allowed 
to earn a return of 1114 per cent. 

Although the announcement from Washington 
made no mention of action to raise fares, observers 
thought that the suggestion of the examiner that the 
cost of each ticket be increased $1 might be adopted 
pending submission by individual lines of new rate 
schedules to become effective July 1, designed to raise 
earnings in line with the board’s tentative ruling. 
Such measures as here proposed would go far toward 
improving margins in the months of peak traffic. 

Regulatory Bodies Increase Competition 

Fare relief now regarded as imminent is only a 
temporary palliative. Such a step offers little pros- 
pect of improving load factors. As an example, the 
seemingly hopeless problem of Capital Airlines as an 
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independent entity may be cited as proof of the folly 
of excessive competition. The theory that profitabil- 
ity can be achieved merely through extension of 
routes has been refuted in this instance. In an effort 
to keep this well established regional trunkline oper- 
ating, regulatory authorities repeatedly awarded 
additional routes among major cities in the East and 
Midwest. Instead of providing more satisfactory 
results, the liberal certification only enlarged deficits. 
Management now is projecting a loss for the ensuing 
twelve months of almost $10 million and the line is 
being sued for non-payment of obligations for Brit- 
ish Viscount planes. 

Similarly, Northeastern, which received authoriza- 
tion to enter competition with Eastern Air Lines, Na- 
tional and others in the profitable Florida territory 
in an effort to reach a profitable status, also has 
continued to build up deficits because of inadequate 
patronage. Other regional lines, including Mohawk 
and Ozark, have been confronted with financial prob- 
lems lately, because of rapidly rising costs and in- 
sufficient revenues. Small feeder lines would benefit 
most from the proposed boost of $1 a ticket, since 
such an advance would yield much more percentage- 
wise than would be obtained on transcontinental 
fares. 


Other Problems 


Although these are the principal problems with 
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Comprehensive Statistics Comparing the Position of Leading Airline Companies 

Eastern Pan Amer. Trans United 
Figures are in millions except American Air Northwest World World Air 
where otherwise stated. Airlines Lines Airlines Airways Airlines Lines 
CAPITALIZATION: 
Long Term Debt (Stated Value) .....................0. $ 215.3 $ 135.0 $ 50.0 $ 247.4 $ 32.9 $ 148.6 
Preferred Stock (Stated Value) ...............ccccc00000 $ 7.8 — & wea — — — 
No, of Common Shares Outstanding (000) ...... 8,245 3,171 1,385 6,699 6,674 3,946 
BINNS: sinsicscicvnssanch daguslednanindicilanasuuienpsciiiinveed $ 231.4 $ 138.9 $ 75.1 $ 254.1 $ 663 $ 188.1 
IID aiicctnitcccnsaensccibancdicpussiicuihicisiniamidesshataiegd $ 134.2 $ 113.4 $ 27.1 $ 57.4 $ 86.2 $ 98.7 
INCOME ACCOUNT: Fiscal Year Ended ............ 12/31/59 12/31/59 12/31/59 12/31/59 12/31/59 12/31/59 
Total Operating Revenues ................cccccceeeeeeeees $$ 377.7 $ 298.3 $ 126.0 $ 356.8 $ 348.4 $ 330.1 
Deprec., Depletion, Amort., etc. ...............c000000 $ 31.6 $ 30.0 $ 109 $ 367 $ 31.6 $ 32.5 
NE I AN RES: $ 126 $ $7 $ 5.0 $ 6.5 $ 8.0 $ 46 
IN IN ei csisstcnecsasininnscasenienecnicseninani $CR1.6 $ 4.2 $ 1.8 $ 5.0 $ 3.1 $ 6.4 
occ dciaicicnlccettostaneneanconssan $ 20.46 $ 7.1 $ 5.1 $ 7.7 $ 9.4 $ 13.8 
RE SINE snscaxvesesicosnemnbsndehpanatbaneneiseneciiontin 6.4% 5.1% 8.6% 4.7% 4.9% 6.6% 
CE ee GID vivciecescnsiesccnessesnencssncernnncennsasonee 5.5% 2.3% 4.5% 2.1% 2.7% 4.1% 
Percent Earned on Invested Capital .................. 13.9% 6.0% 10.9% 5.6% 7.8% 9.9% 
Earned Per Common Share ...............ccccsceeeeeeeeees 3 2.51 2.51 $ 3.68 $ 1.17 3 1.41 $ 3.50 
Ie I I GOD cic ccscicsscntsnsinecsncessensinss $ 6.34 $ 6.34 $ 12.06 $ 6.64 S 6.15 $ 11.73 
BALANCE SHEET: Fiscal Year Ended ................. 12/31/59 12/31/59 12/31/59 12/31/59 12/31/59 12/31/59 
Cash and Marketable Securities ........................ $ 100.7 $ 11.7 $ 16.2 $ 35.2 $ 41.9 $ 31.3 
I I os ass cesahanhalcnnnnenconsoanneentl $ 2.0 $ 87 $ 3.0 $ 176 $ 13.7 $ 3.9 
IN III csi anintniidntnnsidvie niaianaicanvnagaeil $ 78.2 $ 26.5 $ 13.8 $ 50.7 $ 27.9 $ 43.6 
ERAS RT re RR EE $ 181.9 $ 73.9 $ 27.46 $ 107.0 $ 86.5 $ 87.7 
I al $ 109.6 $ 32.0 $ 19.5 $ 78.5 $ 816 Ss 3 
TEE IE Ae eae ne $ 72.3 $ 41.9 $ 8.1 $ 28.5 $ 4.9 $ 10.2 
Serres Bathe GE... Bi, 00 CS. Bad cecececsescsscccecesscesessee 1.6 2.3 1.4 1.3 1.0 1.1 
III con icnilahalinddiinieeenlipteineabienenas $ 260.6 $ 221.9 $ 888 $ 247.1 $ 145.4 $ 300.8 
I IID isetinesivenintsonnevicntsarcinesnannnnestinssoinniant $ 499.6 $ 306.2 $ 130.1 $ 480.5 $ 254.9 $ 394.5 
I NN ND IED oc ccnsnsntedenstonininiennnniael $ 12.21 SS 3.70 $ 7.36 $ 5.24 $ 6.29 $ 7.93 






































which airlines are contending, namely, much too low 
load factors and inadequate compensation for serv- 
ice rendered, there are others which are keeping 
managements and stockholders worried. Among 
these are constantly rising labor and equipment 
costs, difficulties in adjusting operations to the more 
intricate jet craft and the disappointing outlook for 
sale of surplus planes. Labor costs have risen in part 
as a result of the need for more careful preparation 
of jetliners for service. Unfamiliarity of mechanics 
with the new planes has necessitated longer and 
more detailed examination. As a result, schedule 
delays have become excessive and useful time in 
which the jets have been engaged is far below earlier 


in the air. Experience suggests that utility of jet- 
liners can be improved as servicing time is short- 
ened. It is thought that they can be kept in operation 
ten to twelve hours a day, compared with only five 
hours a day recently and a nearby objective of seven 
or eight hours. Greater economies are being realized 
with the Boeing 707s than with the newer DC-8s. 
Introduction of pure jets has posed a problem in 
setting up inventories of spare parts. The new equip- 
ment has between 25,000 and 28,000 individual parts 
which may need replacement. Surveys indicated that 
of the total it would be well to keep available about 
18,000 parts in areas where they would be ready 
when needed. Maintenance of such extensive inven- 


projections. — is ——- ' CO 
‘ . nusual departure delays may result fro - 
Favorable and Unfavorable Aspects in Jet Operation paratively a sedans i Bete eget = 
With exception of extraordinary delays caused by ample, when a new DC-8 prepared to take off from 
unfamiliarity with equipment jet operation has been San Francisco to New York the pilot observed that ay 
reassuring. Passengers have been greatly pleased the hydraulic system was functioning imperfectly. m 
with comfort and speeds of the pure jets and the Examination of each of some 400 separate tiny rings to 
load factor generally has held up reasonably well. was necessary to determine which had worn suffi- ¢ 
Economies of operation have been quite satisfactory. ciently to cause a leak. The delay approximated five us 
As an example, in something more than six months hours—or longer than the flight across the continent ‘ 
of service on United Air Lines only one power plant would have required. 1 
had been removed for overhaul. It had flown 30,000 Unfavorable publicity attaching to Lockheed’s sa 
hours, whereas piston engines on DC-7s have needed turbojet Electra as result of an unfortunate explo- al 
to be removed for servicing after about 1,000 hours sion in a craft flying (Please turn to page 280) Ce 
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Department store shift to the suburbs is in 
full swing and sales by these branches 





expanding much more rapidly than that of 
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DEPARTMENT STORES 
Prepare for Higher Sales and Profit Margins 


By EDWIN CAREY 


> Where management is first consideration — under continuing 
competition 

> Profits now to accrue from recent expansion in suburbia — in 
shopping centers — new areas 

> Hope of increased profit margins from intensified consumer 
credit sales — data processing machinery for cost cutting 

& Position and earnings outlook for individual companies 


NUMBER of retailers, who furrowed their buying season, aided by some deferred buying from 
brows needlessly a few weeks back over the earlier in the year when bad weather persisted. 
combined effects of poor weather and a late Easter, For the year as a whole, government estimates a 
are now smiling broadly as they count their re- gain 5% over 1959, based on the estimate of 
ceipts—but the situation varies with localities. 5.7% gain in personal income and on the ground 

As it turned out, Easter buying reached a higher that over the years personal income has been in close 
average peak than ever, the Department of Com- correlation to retail sales. However, since the latter 
merce sales index reaching a level of 156 just prior part of 1959 saw an upswing in retail sales to a 
to Easter compared with 141 at Easter in 1959 and peak in the fourth quarter aided by record high 
134 in 1958. Of perhaps more significance, the Christmas sales, comparisons of 1960 with like 
usual abrupt drop during the week following Easter periods in 1959 may become less favorable as the 
has been slight this year, the index dropping only year goes on, 

10 points to 146. In 1959 the week following Easter ; y 

os index drop 24 points to 117, and = 1958 it Shopping Centers Making Best Record 

also dropped 24 points to 110. Thus the late Easter Department store branch operations continue to 
carried retailing into what looks like a good Spring show better sales gains than downtown stores, 
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Statistics on 13 Leading Department Stores 













































Earnings Per Share 
Cash Dividends 
Earn. Per Share —— 
1958 1959 Per Share Indicated Recent Div. Price Range Company 
1959 1959 1960 Price Yield 1959-60 Ratings 
oie aeleipabhcieneisimntesinmnnianinadl $4.18! $5.17 $8.071 $3.00 $3.00 54 5.5% 6134-52% A2 
ainda sokelsuseiaenebicnil 991 .201 1.761 1.25 50% 16 3.1 234-1512 B4 
Associated Dry Goods .. 4.151 4.781 6.801 2.15 2.50 62 40 6234-44 Al 
NTL, ecsnsnintiensbensssees 2.931 2.881 3.741 2.00 2.00 34 5.8 41%-33'% B2 
City Stores .............. clea cintniaiicneaiiiabiicinnenitis 901 1.031 2.391 1.00 1.00 15 6.6 1834-1458 B3 
Federated Dep’‘t. Stores .... 3.651 3.951 5.011 1.95 2.00 65 3.0 707-5012 Al 
Gimbel Bros. .............000000-+ 3.851 4.821 8.091 1.80 2.20 54 4.0 56 -36% Al 
Interstate Dep't. Stores ..............cccccccceseeeereeesenee 2.061 4.111 6.49 1.203 1.203 37 3.2 40 -28'2 B3 
Macy (R. H.) & Co. ........... 3.202 3.767 6.532 2.60 2.00 39 5.1 4334-37 Al 
Marshall Field & Co. ..... on Oo 4.511 6.631 2.37 2.50 50 5.0 52-42" BI 
III cic snacsnecenssisepmanisonindinadainanennasebions 2.901 3.281 5.031 2.20 2.20 46 47 535-4412 Al 
ITIL A A A OTCT 2.881 3.381 5.601 1.65 1.65 32 5.1 38 -29% BI 
I Ti at Sy wiicternscetiicencnncecsnenrerreneenasneninnccite 5.691 6.261 7.661 4.25 4.50 119 3.7 13112-9812 Al 
1__Year ended 1/31/1959 & 1960. 3__Plus stock. 
*—Year ended July 31. 
RATINGS: A—Best grade. 1—Improved earnings trend. 
B—Good grade. 2—-Sustained earnings trend. 
C—-Speculative. 3—£arnings up from lows. 
D—-Unattractive. 4— Lower earnings trend. 








which might be expected considering the rapid ex- 
pansion in the number of such shops. During 1959 
the 200 stores reporting to the National Retail 
Merchants Association showed a nine month sales 
increase of 9% for the branches compared with a 
2% gain for downtown units. New branches nor- 
mally require six months to a year to build sales 
up to the break-even point. After this is achieved, 
profit margins can widen very rapidly as ware- 
house space, overhead, and personnel costs are kept 
within narrow limits while sales are expanded, giv- 
ing rise to the hope that overall margins can be 
improved. 

Further expansion of credit may again prove 
helpful in achieving a sales gain this year, since 
a few companies such as Macy’s and J. C. Penney 
are in the initial phases in building up credit busi- 
ness. However, the rate of expansion should rea- 
sonably be expected to taper off somewhat as credit 
sales in a number of major stores have reached 
designated goals of 50%-60% of total volume. Dur- 
ing 1959 installment buying increased 12.2% to 
$39.5 billion. 

The following summaries show that some depart- 
ment stores are doing considerably better than 
others in this generally favorable retailing market, 
which however has highly competitive overtones. 
At present the more favored issues, considering the 
recent market quotations shown, would seem to be 
Associated, Federal, Gimbel’s, Macy’s, Mercantile, 
May, and Penney. 

Allied Stores (54) operates 36 full line department 
stores, 35 junior department stores, 15 branches 
and two specialty stores. Along with Federated, it 
continues as one of the two largest companies in 
the department store field. Such stores as Stern 
Brothers in New York, Boston’s Jordan Marsh, and 
Cain-Sloan in Atlanta are among the better known, 
the ten largest making up 63% of Allied’s total vol- 
ume. Sales are widely distributed over the country 
with New England accounting for 19%, Middle 
Atlantic states 28%, the Southeast 11%, Middle 
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West 21%, Southwest 9% and the Mountain States 
and Far West 12%. Nearly 60% are now credit 
sales. 

Although its major four-year expansion program 
was completed in August 1958, the company con- 
tinues to add suburban stores and modernize its 
older ones. For example, Stern Brothers in New 
York will be modernized at a cost of about $4.0 
million. A large branch of Jordan Marsh was 
opened north of Boston, the Miami store was im- 
proved; and in November 1959 another Jordan 
Marsh was opened in Fort Lauderdale, Fla. 

Competition has been severe causing gross mar- 
gins to decline in many of the company’s downtown 
stores and has resulted in an earnings plateau since 
1952, with per share net typically in the $4.50-$5.00 
area. In the year ended Jan. 30, 1960, per share net 
of $5.17 vs. $4.18 in 1958 brought results to the 
upper levels of this six-year earnings range and 
1960 should show some further improvement, with 
the new store additions now making a substantial 
contribution to earnings. With a large percentage 
of sales still dependent upon downtown stores how- 
ever, the narrowing of profit margins over recent 
years contrasts with many of its competitors that 
have maintained margins. 

The $3.00 dividend which provides a yield of 
5.5% has been covered by earnings in each year 
during the last seven years. However, the payment 
has not been increased since 1948 and there is little 
evidence to warrant the hope that the rate will be 
boosted this year. 

Associated Dry Goods (63). Considerably smaller 
than Allied Stores in terms of total sales, Asso- 
ciated operates ten large department stores and 20 
branches, Its Lord & Taylor, New York, is known 
the country over and, together with the seven Lord 
& Taylor branches, accounts for 25% of total sales. 
Merchandising policy in its other stores is generally 
in keeping with the Lord & Taylor policy of em- 
phasis on quality and fashion with appeal to the 
medium and better income groups. 
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a 
Comprehensive Statistics Comparing the Position of Leading Department Stores 
: Associated Federated R.H. Marshall May (J. C) 
Figures are in millions except Allied Dry Dep't Gimbel Macy Field Dep't. Penney 
— where otherwise stated. Stores Goods Stores Bros. & Co.* & Co. __ Stores Co. — 
itings CAPITALIZATION: 
A2 Long Term Debt (Stated Value) ............. $ 428 $ 19.5 S wa $ 55.4 $ 59.0 $ 29.0 $ 84.2 
B4 [ Preferred Stock (Stated Valve) .............. $ 23.2 $ 146 $ 8.2 $ 25.9 $ 5.0 $ 33.9 — 
Al No. of Common Shares Out. (000) ........ 2,650 1,748 8,570 1,954 1,779 1,969 6,871 8,232 
- SS EET $ 68.6 $ 359 $ 425 $ 735 $ 1116 $ 515 $ 1525 $ 341 
al EEE ene $ 159.8 $ 75.7 $ 219.4 $ 844 $ 541 $ 758 $ 1944 $ 266.2 
~ INCOME ACCOUNT: Year Ended .......... 1/31/60 1/31/60 1/31/60 1/31/60 7/31/59 1/31/60 1/31/60 1/31/60 
a _ SRS RR ese $ 679.4 $ 290.1 $ 759.9 $ 4048 $ 471.8 $ 2343 $ 683.9 $1,437.4 
BI Deprec., Depletion, Amort., ete. ............. $ 6.7 $ 2.7 $ 9.1 $ 6.0 $ 3.8 $ 3.8 $ 108 $ 11.5 
Al SE Saree ae $ 13.4 9.3 $ 35.7 $ 11.2 ¢ 8.4 $ 9.2 $ 24.1 $ 565 } 
“ f Interest Charges, ete. ................0.ccccc00000 $ 1.9 $ 9 $ 3.0 $ 2.6 $ 5.3 $ 5 $ 2.8 
—_ Balance for Common ...................000ccc00000 $ 146 $ 8.3 $ 33.8 $ 9.4 $ 6.7 $ 88 $ 225 $ 515 
Operating Margin ............ ilacitiasaadsaasiteaies 4.2% 6.5% 9.5% 5.8% 4.2% 8.0% 7.2% 7.4% 
i Net Profit Margin .............. alia tiatiata 2.1% 3.1% 4.4% 2.4% 1.6% 3.9% 3.4% 3.5% 
r % Earned on Invested Capital ............... 7.8% 9.9% 14.0% 9.5% 7.2% 9.3% 9.0% 17.1% 
Earned Per Common Share «0.0.0... $ 517 $. 478 $ 395 $ 482 $ 376 $ 451 $ 328 $ 6.26 
Cash Earnings Per Share ........................ $ 8.07 $ 6.80 $ 5.01 $ 8.09 $ 6.53 $ 663 $ 5.03 $ 7.66 
' BALANCE SHEET: Year Ended ................ 1/31/60 1/31/60 1/31/60 1/31/60 7/31/59 1/31/60 1/31/60 1/31/60 
— Cash and Marketable Securities ............$ 26.9 $ 15.9 $ 28.4 $ 13.7 $ 18.3 $ 27.2 $ 86.4 $ 136.8 
; a cnatintii $ 98.4 $ 462 $ 844 $ 510 $ 555 $ 319 $ 806 $ 209.7 
states Receivables, Net .$ 768 $ 410 $ 120.0 $ 766 $ 30.0 $ 299 $ 133.7 $ 226 
-redit Current Assets ............ccccccc 0 : $ 207.5 $ 106.1 $ 236.4 $ 145.0 $ 1086 $ 9.2 $ 307.3 $ 369.2 
ES $ 61.5 $ 28.9 $ 788 $ 55.9 $ 41.1 $ 27.3 $ 89.3 $ 147.1 
gram Working Capital .o..........c.ccccceecceeseseeeeees $ 146.0 $ 772 $ 1576 $ 890 $ 675 $ 629 $ 218.0 $ 222.1 
con- Current Ratio (C. A. to ©. b) oo... eeccseeenn 3.3 3.6 3.0 6.2 2.4 3.3 3.4 2.5 
e its SS Ee $ 629 $ 257 $ 964 $ 643 $ 81.2 $ 645 $ 103.7 $ 789 
New i $ 290.3 $ 1433 $ 347.5 $ 217.1 $ 2087 $ 1547 $ 437.4 $ 454.0 
$4.0 | Cash Assets Per Share ..... cece $ 10.1) $ 913 $ 331 $ %705 $ 1033 $ 1382 $ 1257 $ 16.61 
was | Inventories as Percent of Sales ............. 14.5% 15.8% 11.1% 12.6% 11.7% 13.2% 11.7% 14.5% 
} im- | Inventories as % of Current Assets ....... 47.4% 43.5% 36.1% 35.2% 51.1% 35.4% 26.2% 56.7% 
rdan | *—Last annual statement; fiscal year ends July 31, 1959; interim 
Income account for 52 weeks ended 1/30/60: net sales amounted 
mar- to $489.6 million, and net income was $4.05 a share. 
[own a i eee ae 
since 
5.00 The L & T branch opened in suburban Washing- has been fairly well covered by earnings every year 
net ton, D. C. in late September 1959 and acquisition of during the past 12 years. Per share earnings of 
the tae Boston store at Erie, Pa., should benefit sales $2.88 in the fiscal year ended Jan. 31, 1960 have 
and during the current year. In March 1960, a Powers continued about the same as in each year since 1953 
vith Dry Goods branch was opened in St. Paul, Minn. when the company reported $2.93. 
itial Other branches are planned for Baltimore and Los Federated Department Stores (68). As one of the 
age Angeles, to be placed in operation by mid-1961. largest department store operators with 20 main 
ow- Earnings per share for the fiscal year ended outlets, the company derives somewhat over 26% 
ent January 30, 1960 rose to $4.78, compared with of its sales from 25 suburban branches. Well known 
hat $4.15 in 1958. Unlike many of its competitors, earn- stores include Abraham & Straus, Brooklyn; Bloom- 


York; Filene’s, Boston; Foley’s, 
Columbus; and Burdine’s in 
of total 1959 sales were from 


New 
Lazarus, 


ingdale’s, 
Houston; 
Miami. About 46% 


f ings have shown an evenly sustained growth since 
0 1951 when net per share was at $2.19. Partly re- 


ear fecting this good record, the stock sells at 13.3 
ent | times 1959-60 earnings and yields 4.0% on the eastern states, 30% from the Midwest, and 24% 
ttle dividend that in January was increased to a $2.50 from the South and Southwest. 
be aunual rate, the second increase in less than a year. In August 1959, Federated entered the Mid-South 
The price of the stock has doubled in the last two for the first time with acquisition of Goldsmith’s in 
ler years. Memphis for 230,000 shares. This store, largest in 
_— Best & Co. (34). This specialty store operation, the Mid-South area, has served Memphis since 1870 
20 1s distinguished from a department store, concen- and enjoys a unique position in that there is no 
“— 6 trates on women’s and children’s apparel, typified other competing, at least within a 100-mile radius. 
rd it. its large New York City store. Over the years, Memphis, with a population of 500,000, has been 
es. 13 branches were added, and a mail order business growing at a rate faster than the country as a 
lly is set up. Merchandising policy continues to em- whole. The 366,000 sq. ft. store is modern and in- 
m- phasize quality and style. All purchasing and cen-_ cludes a downtown parking garage. This acquisition 
he tralized management is in New York. appears significant since well-financed Federated 
The $2.00 dividend affords a yield of 5.9% which now has a foothold to (Please turn to page 282) 
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Vending Vogue 


Distribution of cigarettes, soft 
drinks and other items via coin- 
in-the-slot vending machines is 
a growing business, estimated 
around $2.3 billion in 1959 and 
up nearly four-fold since 1946. 
It used to be a penny in the slot 
for a stick of chewing gum, later 
a nickel or dime for a soft drink, 
then machines that would dis- 
pense a 10-cent item and return 
change out of a quarter. Now 
electronic machines have been de- 
veloped that will sell you some- 
thing and return change out of 
a $1 or $5 bill. This could be ex- 
tended to bills of almost any 
denomination. Bill changing will 
not spur sales of cigarettes or 
soft drinks, but could in time 
greatly increase the range of 
merchandise sold through vend- 
ing machines, even making pos- 
sible some largely “automatic” 
stores or super-markets. The pos- 
sibilities have stirred speculative 
interest. So vending - machine 
stocks have come into vogue in 
the market. As usual, the vogue 
will be overdone, if that is not 
already so. 
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ror PROFIT ann INCOME 


The Stocks 


Automatic Canteen, both in re- 
tail distribution via machines and 
in manufacture of machines, is 
the largest in this field. Adjusted 
for a 2-for-1 split, profit rose to 
91 cents a share last year, from 
1958’s 72 cents. It might be $1.00 
to $1.05 this year. On a 60-cent 
dividend, the stock is currently at 
a new all-time high of 31. That 
would seem to allow adequately 
for three to five years of possible 
future growth. ABC Vending 
sells both through machines and 
at stands. Earnings rose to $2.05 











a share in 1959, a new peak, from 
1958’s $1.67. The management 
looks for about $2.25 this year. 
Dividends are at $1.00, plus a 
recent 2% stock extra. The stock 
recently reached a new high of 
3534. Its potentials do not ap- 
pear exciting. There are a num- 
ber of manufacturers of vending 
machines, with none of impor- 
tance exclusively in this field. 
Among them Seeburg Corp. and 
Vendo Co. have indifferent past 
records. Universal Match is an 
aggressively expanding manufac- 
turer of an increasing variety of 
products from book matches to 
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vending machines. Adjusted for 
two splits in less than 12 months, 
earnings approximated 50 cents 
a share in 1958, 62 cents in 1959 
and might reach the vicinity of 
$1.40 or so this year. Up from 
1957 low of 414 (adjusted) to 
around 57, the stock is selling 
at over 40 times earnings. It 
“looks high”—but those who ven- 
ture to sell it short could lose 
their shirts. 


Bowling 


In the field of recreation, favor- 
ed by record personal income and 
increased leisure time, bowling is 
still a fast-growing activity, with- 
out saturation yet in sight in the 
number of bowling alleys. Among 
Big-Board stocks, the two major 
beneficiaries are American Ma- 
chine & Foundry and Brunswick 
Corp. Both make automatic pin- 
spotter machines. Including also 
rubber swimming and diving 
equipment, bicycles and home 
workshop machines, the former 
gets about a third of revenue in 
the recreation field, the balance 
from a variety of industrial and 
commercial machinery, and from 
defense work. Adjusted for a 
split, profit was a record $2.52 a 
share in 1959, up from 1958's 
$1.66; and might reach $3.00 or 
more this year. On a $1.30 divi- 
dend, the stock is selling around 
23 times earnings at present level 
of 70. It is far from cheap, but 
could well go higher. 


Brunswick 


This company makes a full 
line of bowling equipment, in- 
cluding automatic pin spotters; 
billiard tables and accessories; 
other sports equipment, school 
and gymnasium furniture; some 
defense items; and has expanded 
via acquisitions into the field of 
hospital - surgical supplies and 


equipment, also in boats through 
purchase of Owens Yacht Co. 
Obviously, the management is 
growth-minded. Split 3-for-1 in 
1959, 4-for-3 in 1958 and 2-for-1 
in 1957, the stock has had a major 
rise, from the equivalent of 1957 
low of 5144 to a recent high of 
6914, against 66 at this writing. 
Profit rose over 60% in 1959 to a 
peak $3.42 a share. It might ap- 
proach $4.50 this year. Dividends 
are at a nominal 15 cents quarter- 
ly. In the vicinity of 16 times 
earnings, the speculative stock 
appears neither cheap nor too 
extreme. It could go higher. 


Boats 


The market still gets excited 
over potentials in boating. Thus, 
the stock of Nafi Corp. (now at 
3814) ran up from 1960 low 
under 14 to recent high of 415, 
on news of the company’s acquisi- 
tion of Chris-Craft, largest mak- 
er of motor boats, for cash, notes 
and stock. Nafi, the old National 
Automotive Fibers, had a poor 
back record, but a new and ex- 
pansion - minded management 
took over in 1956. The initial 
moves were into television and 
radio stations, and oil-gas proper- 
ties. Following a 1958 loss, profit 
was $1.06 a share in 1959. Even 
allowing for 20% more stock out- 
standing, addition of the highly 
successful Chris-Craft could 
bring 1960 net to around $3.00 a 
share, After a three-year lapse, 
dividends were resumed last Jan- 
uary with a 25-cent “special” 
payment. On indicated possibili- 
ties under a shrewd management, 
the stock cannot yet be called too 
high. 


Outboards 


Despite increasing popularity 
of boating, the cream seems to 
have evaporated from the out- 
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board motor business, as we be- 
gan to suspect some time ago. 
Earnings of Outboard Marine, 
leader in this field, were only 41 
cents a share in six months ended 
March 31, off over 20% from a 
year ago. Profit for the fiscal year 
through September 30 probably 
will be under last year’s $1.76 a 
share. While the latter was a new 
peak, it was less than 5% above 
the previous record of $1.69 set 
as far back as 1956. The trouble 
is increased competition, narrow- 
er margins —and the apparent 
fact the industry’s “game” of 
ever-increasing horsepower, at 
higher and higher cost to the 
buyer, has been played out, much 
as has been so in automobiles. 
Readers who followed our 1954- 
1955 buying advices on this stock, 
and our later selling advices, have 
fared well. It reached a high of 
373% in 1957, bettered that by 
only 2 points to 1959 high of 393% 
and is currently at 29. If and 
when it is more generally recog- 
nized that the growth is out of this 
situation, and that it ought to sell 
as a cyclical or semi-cyclical issue, 
the stock (now priced around 
roughly 20 times earnings) could 
go down considerably from here. 


Cross-Currents 


In recent trading sessions up to 
this writing, performance of the 
following stock groups rates be- 
low average: aircraft, automo- 
biles, electrical equipment and 
appliances, meat packers, ma- 
chinery, metal fabricators, mo- 
tion pictures and rails. There 
have been better - than - average 
technical rallies in air lines, alu- 
minum, coal, copper, steels and 
tires; and above-average support, 
for non-technical reasons, in such 
groups as drugs, dairy products, 
food brands, office equipments, 
food stores and public utilities. 
Strong 

A partial list of stocks in tech- 
nically-indicated uptrends at this 
writing includes: Addressograph, 
American Hospital Supply, Bene- 
ficial Finance, Commercial Credit, 
Ferro Corp., Florida Power Corp., 
Florida Power & Light, General 
American Transportation, Idaho 
Power, Merck, Owens - Corning 
Fiberglas, Pepsi-Cola, Procter & 
Gamble, Revlon, Seaboard Air 
Line Railroad, Sterling Drug and 

(Please turn to page 286) 
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———— THE BUSINESS FORECASTER OF PRODUCTIVE ACTIVITY 
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* Latest figures are preliminary. 


Win the many revolutionary changes in our economy, 
it was evident that various indicators previously used should 
be dropped and new ones substituted, in order to more accu- 
rately forecast developing business trends. 
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(t)—Seasenally adjusted except stock and commodity prices. 
(a)—-Cemputed from F. W. Dodge data. 
(b)—-Computed from Dun & Bradstreet data. 
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This we have done in our Trend Forecaster (developed 
over a period of several years), which employs those indicators 
(see Components of Trend Forecaster) that we have found to 
most accurately project the business outlook. 


As can be seen from the chart, industrial activity in itself 
is not a true gauge of the business outlook — the right answer 
can only be found when balanced against the state of our 
economy. The Trend Forecaster line does just that. When it 
changes direction up or down a corresponding change in our 
economy may be expected several months later. 


The depth or height of the developing trend is clearly pre- 
sented in our Relative Strength Measurement line, which re- 
flects the rate of expansion or contraction in the making. When 
particularly favorable indications cause a rise that exceeds 
plus 3 for a period of time, a strong advance in general busi- 
ness is to be expected. On the other hand, penetration of 
minus 3 on the down side usually precedes an important con- 
traction in our economy. 

We believe that subscribers will find our Business Trend 
Forecaster of increasing usefulness both from the investment 
and business standpoints. 


Current Indications of the Forecaster 


The components of the Trend Forecaster have be- 
gun to display increasing stability in recent weeks. 
In the latest month for which data are available, 
only three of the indicators were still declining 
and the recent drops were of a minor nature. In- 
dicators which continued to move lower included 
stock prices, liabilities of business failures (invert- 
ed) and new orders. Industrial commodity prices 
and nonresidential construction awards both were 
higher while housing starts, hours worked and new 
incorporations were moving sidewise. 

The Relative Strength Measure, which reflects the 
intermediate trend of the indicators, has stabilized 
at a level slightly below the zero line. It is interest- 
ing to contrast its action now with that of 1957, a 
year which marked the onset of recession. In the 
earlier period, the Relative Strength Measure was 
dropping steadily and had reached the ominous 
minus 3 level by early Spring. This time, Relative 
Strength has held steady, indicating that no near- 
term business recession is in prospect. 
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CONCLUSIONS IN BRIEF 
PRODUCTION-Steel output continues to recede, although 
greater stability is developing in other sectors. Consump- 
tion of both durables and nondurables is rising, so that 
further production cuts will be moderate. 


TRADE—Retail sales are at new highs, spurred by gains 
‘or autos, and such nondurables as food, apparel, gaso- 
ine and general merchandise. Moderate uptrend in 
demand expected to continue. 


MONEY & CREDIT—Money continues in good supply and 
interest rates have been stable in recent weeks. !n- 
creased outlays for plant and equipment will be financed 
mainly from depreciation allowances, preventing any 
sharp rise in demand for funds. 


COMMODITIES—Sensitive commodity indexes continue to 
creep higher, while the rank and file of commodities 
show no clear trend. A firm tone is in prospect for the 
general price level, although individual commodities 
that are in ample supply will tend to lag. 
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ROJECTIONS of the business trend, based on 

indications that were available earlier this year, 
have been largely confirmed by recent developments, 
which have contained few surprises of an economic 
nature. The economy’s ‘“‘split-personality”’ has 
emerged in even clearer perspective, with expansion 
and optimism in one sector being counterbalanced 
by stagnation and gloom in another. These divergent 
trends may prove confusing at first glance, but on 
closer inspection they give a pretty clear reading— 
a high level of general business for the near-term, 
but with doubts increasing as to the economy’s stay- 
ing power in the later months of the year. 

Previous indications of good near-term prospects 
have received solid buttressing from the two main 
determinants of final demand, the consumer and 
business. Consumer spending has been expanding 
nicely in recent weeks and it turns out that even in 
March—a month ridden by bad weather—the public 
had been buying at a better rate than earlier esti- 
mates had led us to believe; retail sales for that 
month were actually equal to last year’s peak and 
further improvement has been chalked up in recent 
weeks. Auto sales have been running well ahead of 
seasonal expectations and demand for nondurables 
continues to expand. From all indications, the mode- 
rate uptrend in consumer outlays is slated to con- 
tinue, although high consumer debt and the un- 
eveness in regional prosperity which has limited the 
rise in personal income, militate against a real buy- 
ing boom. 

(Please turn to the following page) 
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a Latest Previevs Year TLOOK 
THE MONTHLY TREND | an ps PRESENT POSITION AND OUTLOO 

INDUSTRIAL PRODUCTION * (FRB) ....... | 1947-'9-100 | Mar. 165 166 157 The news from the capital || 
Durable Goods Mfr. | 1947-'9-100 | Mar. 176 178 165 spending front is also good. Busi- 
Neadurable Goods Mfr. .... wee | 1947-"9-100 | Mar. 157 157 157 nessmen have weighed the disap- 

_ Minas | *7-"9-180 Mar. 123 125 126 pointing economic developments of Gros! 

RETAIL SALES* |s Billions | Mar. 18.3 18.1 17.5 the first quarter and are still going Pers 
Durable Goods $ Billions | Mar. 6.0 6.0 6.0 ahead with their expansion plans. i 
Nondurable Goods .... $ Billions | Mar. 12.3 12.1 11.9 | The McGraw Hill business survey roa 
Dep’t Store Sales ...cccccccccssscsssssssssseoe | 1947-'9-100 | Mar. 142 140 138 which was taken in March and Fe 

——_- + early April, indicates that such si 

MANUFACTURERS’ outlays will top 1959 expenditures >ERSC 

New Orders—Total® ...............ccccc000 $ Billions | Mar. 30.1 30.6 30.2 by 16%, an even better gain than Tax 
I ae $ Billions =| Mar. 14.5 14.8 15.3 that reported by the earlier SEC- ~~ 
Nondurable Goods .............:::::s0000 $ Billions =| Mar. 15.6 15.8 14.9 Commerce Department study. i 

Shipments* $ Billions =| Mar. 30.8 31.6 29.1 These outlays will go mostly for | 
I SID: ectesesccscncinemessconnsnin $ Billions | Mar. 15.2 15.7 14.4 modernization rather than new = 
Nondurable Goods .................0000+ $ Billions | Mer. 15.6 15.9 14.7 -apacity — which explains why | | Cor 

BUSINESS INVENTORIES, END MO.*.. $ Billions | Mar. 92.2 91.4 a66 | they are being pushed with such a 
Manufacturers’ .......cccssssesssessssssseeseeeeens $ Billions | Mar. 54.3 53.9 50.5 | determination. Industrialists have 
SS EE Pee $ Billions | Mar. 12.8 12.7 12.0 been forced to the realization that }] Pear 
RENIN ccddintssdnctiiecicindehidensnaaseebnsabaninsiotiiaien $ Billions Mar. 25.1 24.8 24.2 only in this way can they meet the 
Dept. Steve SPOKS .accceccccsecssnecceee . | 1947-9-100 | Feb. 157 161 150 competition, both foreign and do- f | 

_ a 2 Ss ee mestic, on equal terms. ——— 

CONSTRUCTION TOTAL(t) ........:-.0::00+: $ Billions =| Mar. 52.4 53.2 56.0 While the outlook for the next 
ESR a . |$ Billions | Mar. 37.0 38.0 38.9 few months at least, is favorable, — 

ne ee $ Billions | Mar. 20.0 21.0 23.4 important factors on which longer = 
IND cnsthintintiiinmicnisiteion $ Billions Mar. 17.0 17.0 15.5 term prospects depend are less re- Steel 

Housing Starts*—a .............. Th ds | Mar. 1115 1115 1403 assuring. Specifically, the early in- Auto 

Contract Awards, Residential—...... $ Millions Mar. 1294 988 1541 dicators of business, which reflect Paper 
All Other—b $ Millions | Mar. 1753 1252 1799 | trends to come, remain stagnant. nt a 

aceaiaimiiaen —T 7 —————— New orders, for instance, declined Freig! 
in in March and are not far Engin 

Total Civilian | Millions | Mar. 64.3 64.5 63.8 a ; ‘ | 

0 . fae from last year’s low. At the same ope 

lon-Farm Millions | Mar. 52.3 52.3 51.1 , ° . Demo 

Government * . Millions Mar. 8.6 8.3 8.1 time, shipments have been a Busin 

Trade * ........ Millions Mar. 11.3 11.3 11.1 above new orders, forcing back- e 

ae logs to their lowest level in over a See 

EIEN” - sinsicinicissat aeniietiiiaanainaamiaiiaiien Millions Mar, 12.5 12.5 12.5 & : . dispe 

I I iii cenieccndaatinis Hours Mar. 39.6 39.8 40.2 year. Falling backlogs have in the conte 

Hourly Eearmings  ...cccccccccsssscsnees Dollars | Mar. 2.29 229 222 | Past been an early symptom of a meses 
Weekly Earnings ....c...csccces. Dollars | Mar. 9.68 91.14 8924 | Weakening economy and are even 
ae | ae more important today, when un- 

PERSONAL INCOME® .00..0...cccccccssssssssee $ Billions | Mar. 394 393 375 filled orders are no longer sizeable No. 
Wages & Salaries ..............cssssssnsees $ Billions | Mar. 269 269 254 enough to tide manufacturers over Issue 
Proprietors’ Incomes: ..ccssccccsssseesee $ Billions | Mar. 58 58 59 a prolonged drought of new busi- = 
Interest & Dividends 0.00.0... $ Billions | Mar. 38 38 34 ness. 4A 
Transfer Payments .......c.ccccsssvsessssee $ Billions | Mar. 28 27 27 The economy is thus faced with 3A 
Farm Income $ Billions | Mar. 14 15 17 a crucial test in coming months— y 

| will the classical early signs of 4h 

Sn eam | tee BZ PL IBY | contraction ahead again prove to} || 31 
Clothing 1947-'9-100 | Mar. 1088 1083 +~—«107.0 OO ie OF Wie ChE onan 54 
Housing .. 1947-'9-100 | Mar. 131.3 130.8 1287 Sas & Savin! Sh Capel apenas os 

| | : . . impart enough vitality to other ak 

MONEY & CREDIT | ~~ | areas, to spark a broader and more 6 ¢ 
All Demand Deposits® ..cccccscesnumn $ Billions | Mar, m1 = 11082 | Gynamic upturn? Although the 4 
Bank Debits*—g o.cccccsssussunsneense $ Billions | Mar. 98 997 94 | Odds appear to be against such a 9 
Business Loans Outstanding—........ | $ Billions | Mar. 31.9 31.1 32.3 reversal, the answer, one way or 5 
instalment Credit Extended® ......... $ Billions | Mar, 42 42 381 | the other, should begin to appear + 
instalment Credit Repaid® cc... |$ Billions | Mor. 3.7 3.7 346 | before many months have passed. ;: 

- + — 

FEDERAL GOVERNMENT | + * x ; 
Budget Receipts $ Billions | Mar. 9.6 7.3 8.4 3 | 
Budget Expenditures $ Billions | Mar. 6.4 6.2 6.5 THE U.S. BALANCE OF PAYMENTS has 5 
Defense Expenditures ..........c:cccvveeessss $ Billions | Mar. 3.9 3.7 4.0 shown sharp improvement in re- 3! 
Surplus (Def) cum from 7/1 ............ $ Billions | Mar. (2.6) (5.8) (11.0) cent months, thanks to a strong aoa 
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TLOOK QUARTERLY STATEMENT FOR THE NATIONAL ECONOMY PRESENT POSITION AND OUTLOOK 
In Billions of Doilars—Seasonally Adjusted, at Annual Retes 
_— —1960— 1959 upswing in commercial exports, 
oo SERIES — —— Quarter = which are now running about 20% 
: ry A . = ahead of a year ago. 
re ~ be snaee a, ae 498.0 483.5 478.6 a The recent increase in exports 
‘ersona ‘onsumption eeccecce eoece 320.8 317.0 313.3 . is ‘ wel “ome d »Y lo ) > I i 
plans. Private Domestic Invest. ..............c00 775 69.7 67.0 70.0 - " > development, . ut t 
sO Net Exports 10 —06 00 —0.9 does not mean that our foreign 
we Government Purchases. ..ccccccscenenee 98.7 974 98.4 974| trade problems have finally been 
ee is ve 52.2 52.7 53.6 = solved. Even if exports are main- 
aor , mate © Gone 46.8 “7 “as *! tained at the $18.3 billion rate in- 
or PERSONAL INCOME 393.1 386.8 381.0 371.8] dicated by first quarter results, the 
eo Se ———— 27 ig} 8844). deficit in our balance of payments 
, F 2. Consumption Expenditures 320.8 317.0 313.3 303.9 for 1960 would still come to about 
ie Personal Saving—d .cccsucsnssesmennsnee 24.6 23.7 21.9 23.5} $2.5 billion 
~ | CORPORATE PRE-TAX PROFITS ......... 4A 65 The Administration has recog- 
nod | Corporate Taxes 22.6 226| nized the threat posed by the pay- 
e Conperato Wet Profit 23.8 23.8] ments’ deficit and has inaugurated 
ewes coe an fn nlm = wae a 28) an export development drive, 
that i a ‘ which includes strengthening of 
the |] PLANT & EQUIPMENT OUTLAYS .......... 35.3 33.6 33.4 306} the commercial activities of our 
Foreign Service, encouragement of 
| do- f | THE WEEKLY TREND tourism to this country and an ex- 
+ Week latest Previous Yeor | Pansion of the Export-Import 
ble Unit Ending | Week Week Ago Bank’s export credit guarantees. It 
nger | || MWS Business Activity Index*.. | 1935-'9-100 Apr 30| 3116 3131 3075 | has been estimated that wider 
= MWS Index—per capita...... | 1935-"9-100 Apr. 30 | 226.6 2276 227.4 credit guarantees alone, would in- 
‘ a Steel Producti % of Capacity May 7 74.8 77.6 92.0 crease our exports by $1.5 billion. 
j - Auto and Truck Production ....| Thousands May 7 180 174 171 2 -s ' 7 aatin 
flect Paperboard Production Thousand Tons | Apr. 30 | 307 291 321 bee or ob of this ves 
ant Paperboard New Orders .......... Thousand Tons Apr. 30 321 292 374 are helpful, lower labor costs anc 
— Electric Power Output* ............ 1947-'49-100 Apr. 30 269.2 267.3 252.4 newer equipment give foreign in- 
rie — a 2 - Thousand Cars | Apr. 30 | 643 625 672 dustries a decided edge, and no 
sme | || Department Store Seles -....| t9a70100 | acrs | 152 14 1a | Simple solutions to such problems 
ing Demand Deposits—<c $ Billions Apr.27 | 607 613 620 | are in sight. 
ck Business Failures—s Numb Apr. 28 325 283 275 
ra *Seasonally adjusted. (c)—Private starts, at annual rates. (b)—F. W. Dodge unadjusted data. (c)—Weekly member banks. (d)—Excess of 
the disposable income over personal consumption expenditures. (e)—Estimated. (f)—Estimated by Council of Economic Advisors. (g)—337 non-financial 
“ € centers, (na)—Not available. (r)—Revised. (s)—Data from Dun & Bradstreet. (t)—Seasonally adjusted, annual rate. Other Sources: Federal 
fa |] Reserve Bd., Commerce Dept., Securities & Exch, Comm., Budget B8ureav. 
yen —__—__— —_—___— 
in- | | THE MAGAZINE OF WALL STREET COMMON STOCK INDEXES 
rn 
ble | || No. of 1959-'60 1960 1960 | (Nov. 14, 1936 Cl—100) High low April29 May 6 
7er Issues (1925 Cl.—100) High Low April29 May 6 | High Priced Stocks .... 306.7 268.4 272.0R 274.0 
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_ Trend of Commodities 


SPOT MARKETS—Sensitive commodities were higher on balance FUTURES MARKETS—Futures prices exhibited underlying streng 
in the two weeks endirg May 6. The BLS daily index of 22 in the two weeks ending May 6, with most markets eith 
leading commodities rose 0.7% to close at 85.9, where it was steady or higher. Soybeans, lard, cotton, coffee, cocoa, hid 
still slightly under its April top. Both the food and raw ma-_ and rubber all advanced and only wool was lower. The Do 
terials components of the index were higher, although trends Jones Commodity Futures Index gained 1.34 points to ck 
in the latter group were somewhat mixed, with burlap, cotton, at 146.32, highest level it has reached since February. 
rubber and tin advancing, while hides, steel scrap, tallow and Wheat futures were mixed during the period under reviey 
wool tops were lower. with weakness concentrated in the expiring May option, whiq 
Among the broad range of commodities, some further eas- lost 1% cents, to close at 207'4. New crop futures were som@le Nal 
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comprehensive weekly wholesale price index lost 0.2% in the pressing its surplus grain disposal program with some su Fact t 
fortnight ending May 3 to close at 119.8, which compares with cess, and had signed an agreement with India for sale of 54 ae? ‘ 
an all-time high of 120.2, reached early in April. Demand for million bushels of wheat to that country over a aye itv 
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te: ones handle more on the spot 
perations. Only by literally com- 
niting between plants by plane 
an this be accomplished. 

Of the two companies, Cessna 
is the most independent, garner- 
ing over 67% of its revenues 
from non-military sales. Beech 
is about 50-50 with the balance 
pected to swing soon over to 
he civilian side. Nevertheless, at 
he moment Beech is vulnerable 
to losses of military contracts, 
a though the effect would be far 
from disastrous. 

Both these companies, as well 
as Piper Aircraft are caught up in 
a groundswell of demand for 
their products and can be ex- 
pected to enjoy lush days for at 
least the next year or two. Some 
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idea of their progress can be 





___jseen in Beech’s year to year 
earnings progress. Per share net 
93 || Jumped from $4.03 in 1958 to 
$4.74 in 1959 and may reach 
91 | $6.00 in 1960. 
30th companies are attractive 
89 | and enjoy relative insulation 
from the rest of the industry. 
87 || Though others could undoubtedly 
| eventually compete for their busi- 
85 || ness it would take years to de- 
sign and produce successful mod- 
83 ||| els, and even more time to build 
up the dealerships and service 
165 || organizations that these compa- 
nies have had in operation for 
160 || vears. 

155 The Smaller Companies 
| Among the smaller aircraft 
150 companies military contracts 
dominate the sales and profit pic- 
145 7/ ture. In 1960, some companies, 
} | notably Fairchild Engine and Grum- 
1607 | man will report sharply improved 
yperating results, but compari- 
'55]}| sons will be with dismal show- 
ngs in recent years. Despite the 
1597 | improvement, therefore, there is 


yet no indication that either com- 
pany has developed either the 
products or the contracts to as- 
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Will the flare-up 
in natural gas 
keep on ballooning? 


What kind of revolutionary new gas 
appliances are coming from gas in- 
dustry research? Will new industrial 
uses of gas as a cutting tool keep 
natural gas up front among growth 
stocks? 

In the May issue of THE EXCHANGE 
Magazine, W. M. Elmer, president 
of Texas Gas Transmission Corp., 
gives you his view of the growth and 
potential for natural gas. He exam- 
ines some of industry’s 25,000 uses 
for gas—and the more than 500,000 
gas compounds, from which come 
more than 25° of all chemicals. 
Don’t miss ‘‘Natural Gas—A 
Growth Industry.” 


Record Common Dividends 


$2,409,257,760 is the staggering total 
of cash dividends disbursed during 
the three months ended March 31 to 
owners of common stocks listed on 
the “Big Board.” 


e Which of the 25 industrial groups 
made higher first-quarter gains? 
Which declined? Are your hold- 
ings among the three groups that 
accounted for the lion’s share of 
the payments? 


The world’s most exclusive club 
Five new members were admitted to 
the Big Board Billionaires Club last 
year. These are companies whose 
sales or revenues were over a billion 
dollars. Since two were dropped, two 
readmitted, the total is now 51. 


SIT 
“— ; 

. v Sy Q 
\ a 


NAME 


Magazine. 


You’! find their names and records, 
plus a fascinating table, in “51 Bil- 
lionaires.”’ 


Can you get in ‘‘under the wire’’ 
on ex-dividends? 

How long before the record date are 
stocks traded ex-dividend? Learn 
what behind-the-scenes work must 
go on for you to become a stock- 
holder of record. ““XD” in the May 
issue of THE EXCHANGE Magazine 
gives you the facts. 


How’s your “‘Big Board’’ 
shorthand ? 


@ PET, OAT, HAT 
symbols selected? 


how are ticker 


e@ Why does GSW stand for Great 

Western Sugar? X=U.S. Steel? 
You'll get the fascinating picture 
from “Financial Shorthand”’ in THE 
EXCHANGE Magazine’s May issue. 


Vital information you 
can’t buy on newsstands. 


THE EXCHANGE Magazine cannot be 
purchased on any newsstand. But 
if you would like to be “in the know” 
on all the fascinating information in 
the May issue—and keep abreast 
during the year ahead—mail the 
l-year subscription coupon below. 
For just $1.50 you will receive 12 
monthly issues of THE EXCHANGE 
Magazine. Get your May copy 
promptly. Subscribe today. 








ADDRESS _ 








quanenanasanananananenamanarane 
TD-18 

THE EXCHANGE Magazine, Dept. 7 
11 Wall Street, New York 5, N.Y. | 
Enclosed is $1.50 (check, cash, money order). | 
Please send me the next 12 issues of THE EXCHANGE ; 
STATE | 
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Investors should be ever mind- 
ful of the fact that the govern- 
ment is convinced that a diversi- 
fied large aircraft industry is a 
necessary part of national de- 
fense. Consequently, many com- 
panies will be kept going with 
contracts that could easily be 
performed elsewhere. The fact, 
therefore, that some of the com- 
panies occasionally show im- 
provement should not be con- 
strued as a sign of permanent 
betterment unless solidly based 
reasons can be determined. 

Republic Aviation, though well 
fixed at the moment with a lucra- 
tive F-105 fighter contract is 
another illustration of the small 
company hazard. For at least the 
next two years the F-105 will be 
practically its sole source of rev- 
enue. Even a partial disarma- 
ment agreement could therefore 
be catastrophic for the company. 
But even if that is unlikely, the 
pace of technological develop- 
ment is now so rapid that obso- 
lescence could ruin the program 
long before two years have 
elapsed. 

The company has undertaken 
some diversification via electron- 


ics, but these activities are too - 


small as yet, to affect the outlook 
to any extent. 


Special Problem Companies 


In the muster of large compa- 
nies some mention must be made 
of the special problems confront- 
ing Lockheed and United Aircraft. 
United, for one is probably the 
highest quality stock in the 
group, yet in the last two years 
it has been beset by scores of 
problems. The change to jets 
originally ended its lucrative pro- 
peller business. Then the swing 
over to jets proved more rapid 
than anyone had anticipated and 
many of the company’s engine 
contracts were cancelled. And fin- 
ally, the helicopter, which United 
pioneered through its Sikorsky 
Division never lived up to its 
profitable promise. 

The result of these misfor- 
tunes has been a steadily declin- 
ing earnings trend for United— 
one that will continue into 1960. 
Earnings in fact will probably 
fall to their lowest level since 
1952. But this should be the low 
water mark. The large replace- 
ment demand building up for jet 
engines is finally becoming an 
earning asset for United, and it 
is regaining its position as the 
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nation’s number one engine pro- 
ducer. The rapid production of 
commercial jets should serve as 
a valuable source of business for 
United for many years. 

Lockheed’s problems are of a 
different nature. Its Electra 
transport has recently been in- 
volved in a series of disastrous 
accidents that may put an end to 
production of this model. Fur- 
thermore, there is the possibility 
that Lockheed may have to face 
long and costly litigation if the 
cause of the tragedies is traced 
back to faulty design or produc- 
tion methods. 

Nothing so drastic as the above 
possibilities is likely to occur— 
for one thing the Electra had 
over one and one half years of 
relatively trouble-free operations 
before the series of accidents be- 
gan. But just the chance that 
they may happen is enough to 
cast a pall over the stock. 

For the longer term, Lockheed 
is in good shape. The Polaris 
missile appears to be one of our 
most advanced weapons, and may 
be used to arm American allies 
abroad. It appears, therefore, 
that Lockheed may be the first 
company with a high volume mis- 
sile production contract. Earn- 
ings this year, barring new Elec- 
tra troubles should rise to near 
$2.50 per share from $1.21 last 
year. After 1960, a return to the 
former $3.00 level appears in 
prospect. 


Summary 


The aircraft stocks have lost 
much of the glamor attached 
to their name through most of 
the last decade. Nevertheless, 
many of the larger companies are 
sound organizations with excel- 
lent earning potential. Moreover, 
many have successfully made the 
swing-over to electronics and mis- 
silry, assuring their participa- 
tion in the new fields of the 
future. 

Currently, however, the stocks 
are going through a transitional 
period which is liquidating the 
growth premiums that character- 
ized the group for so many years. 
After a little more of the water 
has been squeezed out of the 
prices, many of the companies 
will have sufficient earning power 
to warrant investor attention. 
The time is not yet, however. 
Patience, and watchful caution is 
still the best approach to the air- 
craft stocks. END 





Airlines Under Competitive 
Problems and Adjustment to 
Jet Operation 
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between Chicago and Florida, and 
the subsequent inspection of 112 
planes of this type in service un- 
doubtedly contributed to a reduc- 
tion in the potential demand for 
air travel. Problems such as dis- 
cussed here have been recognized 
as susceptible of correction ard 
are not regarded as serious han- 
dicaps on the transition now in 
progress. 

Whether much can be done to 
alleviate the difficult problems of 
intense competition over the near 
future is questionable. Handicarys| 
on earning power caused by dis-| 
appointing revenues constitute a 
phase of operations in which inr- 
vestors are more interested than 
are passengers. The traveling 
public complains bitterly over un- 
dependable departure schedules 
and unsatisfactory service in 
other areas, but owners of airline 
shares are more concerned over 
whether the carriers ever are 
going to realize the optimistic po- 
tentials first envisioned two dec- 
ades ago. Thus far few lines have 
evidenced the capability of attain- 
ing investment standing on the 
basis of traditional earnings and 
dividend measurements. 


Profit and Loss 


Although the recent action of 
regulatory authorities in indicat- 
ing a determination to establish 
earnings standards and to encour- 
age greater financial progress is 
encouraging, the gesture does not 
necessarily assure recognition of 
the dangers of dividing the avail- 
able traffic among too many car- 
riers so that instead of one or 
two prospering, the four or five 
certificated lines all face starva- 
tion. In this connection National 
Airlines has initiated a move aimed 
at having the Civil Aeronautics 
Board withdraw approval of a 
route from New York to Florida 
granted Northeast on a five-year 
test. Outcome of this action may 
indicate whether the CAB is will- 
ing to cut back to some extent on 
its program of “competition for 
competition’s sake.” 

Before turning to a more de- 
tailed review of several major 
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carriers, it seems appropriate to 
present brief observations on fi- 
nancial aspects of the air trans- 
port industry as they may seem 
applicable to the near term. These 
comments will supplement the 
statistical summary that is pre- 
sented with the article. In sum- 
mary, it may be said that the 
outlook hardly is encouraging for 
ary significant improvement in 
earnings. Any better feeling that 
my be derived must be based on 
hc pes of more sympathetic under- 
stinding in Washington of the 
inlustry’s needs and evidence of 
a willingness to act for the pub- 
li’s protection and the nation’s 
long range benefit in growth of 
modern transportation. 

Three factors pose a threat to 
arline profits this year even 
though industry forecasts indi- 
cite that total passenger miles 
traveled may rise 12 to 15 per 
cent. Adverse factors include ris- 
ing maintenance and break-in ex- 
pense of new equipment, probable 
lower load factors caused by a 
virtual doubling of available seats 
at peak of receipt of new planes 
and less satisfactory outlook for 
disposing of outmoded planes. 
Some managements are concerned 
lest they may be able to “give 
away” piston transports after the 
summer season ends. 


Slow First Quarter Earnings 
Widespread unfavorable 


weather in February and March, 


finding reflection in unusually 
poor March quarter statements, 
sent 1960 off at a disappointing 
rate. If travel statistics and finan- 
cial results fall short of early 
forecasts, the weather man should 
be blamed. To counteract disap- 
pointing results experienced in 
early months of the year, some 
lines have taken steps to raise 
revenues through higher fares or 
faster service. United Air Lines, for 
example, is seeking an adjustment 
mn coach fares between New York 
ind the West Coast. The $60 dif- 
ferential between first class and 
tourist on transcontinental flights 
is too great, it is argued, and 
UAL management hopes to bring 
ibout a narrowing of the spread 
by raising the fare for coach 
service. Other carriers have 
sought to reduce charges on night 
flights in an effort to enlarge 
traffic in off-peak hours. 

An excess number of out- 
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moded piston-powered planes to 
be offered for resale in a few 
months may flood the market and 
eliminate hope of profits from 


this once lucrative source. The 
market for used airplanes has 


been unsatisfactory for months, 
although many carriers have dis- 
posed of unwanted planes at 
reasonable profits in the March 
quarter. Fleets will need to be 
pruned after the summer traffic 
boom ends, and buyers of used 
craft are likely to remain on the 
sidelines if possible in hope of 
finding bargains in September 
and October. A weak market at 
that time would add to the dis- 
couraging outlook for 1960 earn- 
ings. 

Among encouraging develop- 
ments in the area of government 
regulation, hope for a curb on 
excessive competition was afford- 
ed by the recent Supreme Court 
ruling in litigation over CAB 
route awards. The high court up- 
held a lower court order requir- 
ing the regulatory authorities to 
reconsider an award of a new 
route to Trans World Airlines as a 


result of a protest by Eastern Air 
Lines. Lower court agreed with 
latter that CAB should have 
considered impact of the award 
on traffic using a route between 
St. Louis and Southeast in grant- 
ing a competitive route linking 
St. Louis and Miami. The deci- 
sion is expected to check opening 
of new air routes that threaten 
to turn a profitable route for one 
carrier into unprofitable opera- 
tions for several. 

Extraordinary expenses aris- 
ing from introduction of improv- 
ed equipment contributed to gen- 
erally unfavorable operations in 
the March quarter. Peak of this 
abnormal trend is believed to 
have passed, however, and opera- 
tions of heavily traveled lines are 
expected to prove profitable in 
the second and third quarters, 
when vacation travel constitutes 
a major factor. Weather condi- 
tions in the fourth quarter may 
go far toward determining 
whether 1960 is to be a better 
year than 1959. 

Although American Airlines again 
operated “in the red” in the 
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What do we think 
of your stocks? 
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March quarter, the deficit this 
year was only about half that of 
a year earlier — 6 cents a share, 
compared with 12 cents — in 
spite of greatly increased costs. 
Passenger revenues rose about 40 
per cent in the first three months 
in reflecting increased frequency 
of flights and greater availability 
of seats. Management is hopeful 
of more satisfactory returns this 
year than in 1959. 

In the case of Eastern Air Lines, 
operating expenses climbed al- 
most twice as fast as operat- 
ing income, with the result that 
the carrier dipped into the “red” 
for the first quarter to the extent 
of $640,000, contrasted with net 
income of more than $2 million, or 
69 cents a share, a year ago. High 
costs of integrating the carrier’s 
new DC-8 jetliners and a boost in 
depreciation charges were blam- 
ed. Temporary restrictions on 
operations of the Electra also 
added to unusual costs. Since the 
company’s load factor improved 
last month, management is hope- 
ful that more satisfactory results 
may be experienced in the second 
and third quarters, at least. 

National Airlines — combination 
of rising operating costs, keener 
competition and _ unsatisfactory 
weather in southern resort areas 
contributed to disappointing re- 
sults for National Airlines in 
fiscal year ending next month. 
Management has indicated that 
pre-tax operating loss of more 
than $5 millon may be recorded 
in fiscal year ending June 30. 
In seeking relief, management 


has requested CAB to cancel 
or suspend route authorization 


granted on tentative basis to 
Northeast Airlines to Florida, con- 
tending that loss was caused 
chiefly by competition from this 
carrier. 

Northwest Airlines—loss of al- 
most $632,000 was incurred by 
Northwest * Airlines in March 
quarter, contrasted with net in- 
come of $93,500 in year earlier 
period, was attributed to non- 
recurring jet training expenses 
and higher depreciation charges 
on enlarged fleet equipment. Ope- 
rating revenues rose almost 10 
per cent. 

Trans World Airlines — rising 
costs and unfavorable weather 
handicapped TWA in the March 
quarter with result that a loss 
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greater than the $3.8 million de- 
ficit of a year ago was experienc- 
ed. With the benefit of increased 
traffic in April, management is 
optimistic of progress in the June 
quarter. 

United Air Lines “definitely” has 
turned the corner, in manage- 
ment’s opinion, and should expe- 
rience profitable operations for 
the June and September quarters. 
A net loss of about $2.8 million 
was sustained in the March peri- 
od, compared with a net profit of 
$2 million a year earlier, result- 
ing from causes familiar to most 
carriers. Management is project- 
ing a 12 per cent rise in revenues 
for the current quarter. END 





Department Stores Prepare For 
Higher Sales And Profit 
Margins 





(Continued from page 271) 


expand the Memphis operation 
and possibly continue to move in- 
to other southern cities. 

In October 1959, Federated’s 
aggressive Chairman, Fred Laz- 
arus, made yet another acquisi- 
tion, this time taking over Rike- 
Kumler, the largest department 
store serving Dayton’s population 
of 630,000. Significantly, this 
well-managed store also includes 
a downtown parking lot, and a re- 
cently completed six-level down- 
town garage as well as a large 
warehouse, a 280,000 sq. ft. serv- 
ice building, and a hotel. Selling 
area amounts to 650,000 sq. ft. 
and sales are at about $50 mil- 
lion. For this complete package, 
Federated paid 588,326 shares 
worth roundly $35 million. (At 
Jan. 30, 1960 a total of 8,570,000 
shares were outstanding). There 
appears to have been no dilution 
of earnings in these mergers. 

Management continues. very 
mindful of its goal to increase 
earnings per share, and over the 
years stores acquired by Feder- 
ated have increased their earning 
power handsomely by taking ad- 
vantage of purchase discounts 
often granted by manufacturers 
for large volume orders, and by 
improved financial resources 
made possible by acquisition. 

Other moves of significance 
made by Federated include ex- 
pansion of Abraham & Straus 
with a new 600-car parking gar- 








age, a new Bloomingdale’s in 
Bergen County, N. J., expansion 
of the Burdine’s branch at Fort 
Lauderdale, addition of 278,000 
sq. ft. to the La: zarus downtown 


an F 


ary 30, 1960, oa per ate in- 1480 ith 
creased to $3.95 from $3.65, both 
years adjusted to include Rike, 
but with Goldsmith’s figures in-[o} ing 
cluded only since acquisition ‘new 
August 1959. The stock, sellirg)Je-sey 
at about 17 times earnings ard) sale 
yielding only 2.9% on the $2.05). to 
dividend, reflects a premiw fae D 
that the market is willing to payj.g jn 
(Between 1954-58, the average) of 
yield was much higher; close tolg. nten 
5%.) The stock at near its all-97) 099 
time high has more than doubled); yj, 
in two years and may NOW al-)o.  ] 
ticipate more than is forthcom-|,) ead, 
ing, at least this year. thr eaki 
Gimbel Brothers (54) operates )) ancl 
Gimbel department stores in Newithe M 
York, Philadelphia, Pittsburgh Eaton 
and Milwaukee, there being &jsjon of 
branch stores. In addition, ‘itled fo: 
operates Saks 34th Street and 2]brancl 


— 


branches, and Saks Fifth Ave.Jand P 
with 18 branches. Thus opera-lfor 19 


tions encompass premium quali-ling st. 
ty (Saks Fifth), medium priced|Roche! 
(Gimbel’s), and lower  pricedif, J, 
(Saks 34th). | In 
For the year just ended, sales}“§% | 
from suburban stores represented} tionall 
24.5% of total sales compared|}tion vy 
with 21.7% in 1958. Manage-!make 
ment expects that within the next| before 
few years such sales will in-iq ere 
crease to 35% of total, even af-|about 
ter allowing for normal growth/the go 
in downtown stores. plan i 
In late 1960 or early 1961, twojother 
new Gimbel stores are expected/custon 
to open at the Garden Statelservic 
Plaza Shopping Center in Para-|if he i 
mus, N. J. and Roosevelt Field in}autom 
Long Island, N. Y. plan 
The company made good pro-|1'2° 
gress in 1949 with a 5.4% sales| This “ 
increase to $405 million while|™@ay | 
earnings per share increased|°Ver 
25.2% to $4.82. The gain in pro-|¢redit 





fit margins reflects the benefit of} Anc 
branch operations as well as in-|bout | 
ternal economies. New 
The stock sells for 11.2 times | Proce: 
1959-60 earnings and yields 4.1% |«nd h 
on the annual dividend rate of | "me ¢ 
$2.20, increased in December) °qu!p! 
1959. tional 
ator caf | puter, 
R. H. Macy (40). As operator of requll 


New York City’s largest denart- 


THE MAGAZINE OF WALL sTREETr| MAY 









ent store, Macy’s also owns L. 
amberger & Co., Newark; Macy’s 
an Francisco; Macy’s, Kansas 
itv; LaSalle & Koch, Toledo; 
vntownkind Davidson-Paxon, Atlanta. It 
ypenilgalso operates 30 branches includ- 
anger’sineo 5 in New York, 6 in New 
centerjJe: sey, 6 in Georgia, 4 in Ohio, 
Jana§ in California, 2 in Kansas, 1 in 
are i%South Carolina, and 1 in Mis- 
5, bothkouri. Branches account for about 
>» Rike}yo-~ of total sales. Of the total 
res lbge]'ing area, about 37% is in the 
on ‘New York area, 21% in New 
sellir glje-sey, and 12% in California. 
gs arc) Sales and earnings are beginn- 
; $2.4 Vince to benefit somewhat from the 
emlUiNne y Davison-Paxon branch open- 
tO Payiod in suburban Atlanta at the 
veragtiond of July 1959 and from the 
lose 10/¢¢ntember 1959 opening of the 
its_all-97) 000 sq. ft. Bamberger branch 
oubled)in Middlesex County, New Jer- 
WwW al-\sey, However, in the months 
theom:-|,} ead, the company will bear the 
tbr eaking-in costs of another huge 
erates|pranch opened March 1, 1960 at 
n New\the Monmouth Shopping Center, 
sburgh|Eatontown, N. J. Further expan- 
ing %Sision of existing branches is plann- 
on, itle: for the rest of 1960. New 
and 2|branches for Kansas City, Mo., 
Ave.Jand Palo Alto, Cal., are planned 
opera-|for 1961, while still in the plann- 
quali-ling stage are branches for New 
priced|Rochelle, N. Y. and Bay Shore, 
priced|L, J, 
In adhering to its policy of 
, Sales}“§% less” Macy’s has been tradi- 
sented/tionally a cash-on-the-line opera- 
iparedition with customers required to 
inage-lmake deposits in Macy’s Bank 
e next/before making a purchase. Now 
ll in-|a credit plan is in effect and 
en af-jabout 25% of sales are on credit, 
rowth'the goal being 50% to 60%. The 
plan is somewhat different from 
1, twojother credit plans in that the 
xectedicustomer has the usual charge 
State|service of 30 days without fee, but 
Para-|if he is late in paying his bill, he 
eld injautomatically is on the credit 
plan which entails the usual 
1 pro-|142% per month service charge. 
sales| This “built-in conversion feature” 
while|may in practice ease customers 
eased|over from a charge basis to a 
1 pro-| credit basis. 
fit of| Another interesting point a- 
as in-|bout Macy’s is the installation in 
New York of an electronic data 
times | processing system for paying bills 
4.1% land handling the tremendous vol- 
te of| ume of customer receivables. The 
mber| equipment, built around the Na- 
tional Cash Register 304 com- 
puter, cost $1.0 million and will 
‘equire some time to become fully 


le’s in 





tor of 
nart- 
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operative as a cost-saving de- 
vice. Eventually this equipment 
could be expanded to include the 
instantaneous accounting for each 
sale as it is rung up on the many 
cash registers throughout the 
store, but this would require a 
very high initial expense and has 
been ruled out for the time being. 

The stock is reasonably priced 
at about 10 times earnings and 
yields 5.0% on the $2.00 dividend. 
For the 52 weeks ended January 
30, 1960, net per share amounted 
to $3.76 vs. $3.20 in the same 
period a year earlier. Thus net of 
slightly over $4.00 seems reason- 
able for the current fiscal year 
ending July 31. It is a good hold- 
ing for income and the addition 
of new suburban branches should 
enable earnings to continue a 
moderate growth over the next 
few years. 

Marshall Field (50). Large down- 
town stores in Chicago and Seat- 
tle account for the bulk of sales 
and earnings. Over the years 5 
branches were built around the 
Chicago-Milwaukee area and 1 
near Seattle. The large Milwau- 
kee-Mayfair shopping center store 
Was opened in January 1959 and 
helped 1959 results. Another sub- 
urban store will be opened near 
Chicago in 1962. Merchandising 
policy favors quality items. 

Earnings for the fiscal year 
ended January 31, 1960 rose 
28.5% to $4.51 from $3.51 while 
sales increased 7.5%. Retirement 
of the preferred stock in early 
1960 wili enable a larger carry- 
through of earnings to common 
stock. Greater efficiency at the 
new Mayfair branch could also 
help net per share show a further 
gain in 1960. The dividend in- 
crease in October from $2.00 to 
$2.50 provides a return of a- 
round 5%. 

May Department Stores (45). 
Along with Allied and Federated, 
May is one of the largest depart- 
ment store operations with ten 
major stores and 34 branches. 

In 1959, the company acquired 
The Hecht Co. with its 9 stores 
in the Baltimore-Washington area 
and also Cohen Brothers in Jack- 
sonville, Fla. Famous-Barr in St. 
Louis and May D&D in Denver, 
and the Los Angeles stores all 
plan the addition of new branches 
during the next few years. About 
45% of total sales are currently 
derived from branches, a higher 
ratio than either Allied or Fed- 
erated. The planned expansidéii 


through 1962 is expected to add 
$100 million in sales, an increase 
of about 15% over present vol- 
ume. 

Earnings for the year ended 
January 31, 1960 of $3.28 com- 
pares with $2.90 the previous 
year, an increase of 13.1%. Sales 
increased 26.4% to $684 million 
reflecting acquisitions. Further 
moderate improvement in net per 
share seems likely in 1960. 

J. C. Penney (119) operates the 
largest chain of junior depart- 
ment stores, 90% of the 1683 
stores being in towns of less than 
50,000 population. About 95° of 
sales are in soft goods lines such 
as apparel, home furnishings and 
dry goods. With the installation 
of credit hard lines such as ap- 
pliances will receive more em- 
phasis. The stores are concentrat- 
ed mostly in the Midwest, Far 
West and Southern states. 

The company continues its pol- 
icy of replacing its smaller stores 
with larger units, greatly increas- 
ing selling space without signi- 
ficantly increasing the number 
of stores. (Sales per store have 
increased to $852,268 in 1959 vs. 
$786,349 in 1958 and about $300,- 
000 in 1942.) 

Enthused over its success in 
putting credit into a few Penney 
stores, the program to expand 
credit has been stepped up and 
169 stores were added to the 
plan during 1959 to bring the 
year-end total to 193 stores. The 
company plans to add 400 addi- 
tional stores to a credit basis dur- 


ing 1960 and incorporate the 
plan into all of its stores by 
1963. 


3enefit to sales from its larger 
stores and wider use of credit 
should help this year’s results to 
top the record high of $1,437 
million in sales made during the 
year ended January 31, 1960 and 
net per share in the current year 
could also top the record $6.26 
reported for the year just ended. 
(In 1958, sales were at $1,410 
million, net per share $5.69.) The 
stock, soon to be split 3-for-1, is 
liberally priced at about 19 times 
earnings anticipating to some ex- 
tent benefits from the credit plan. 
The dividend recently increased 
to $4.50 provides a 3.8% yield. 
END 
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U.S. Oil Companies Under 
Transition In South America 





(Continued from page 261) 


established the Cuban Petroleum 
Institute with authority to carry 
out all types of petroleum activi- 
ties and—most significant of all 
—to which private concession- 
aires must turn over all opera- 
tional and geological information, 
generally considered the best 
guarded secret of an oil company. 


There is little doubt that if the 
law stands, most large oi] compa- 
nies will abandon their conces- 
sions in Cuba and withdraw from 
further exploration. So far, these 
concerns have spent some $30 
million searching for oil, without 
finding anything worth while. 


Enter the Soviet Union 


But Cuba, which curently im- 
ports some 75,000 barrels of oil 
daily is also in the process of 
switching some of its purchases 
from friendly neighboring coun- 
tries to the Soviet Union. In the 
present surplus situation such a 
step is obviously not designed to 
cement inter- American friend- 
ship. Of course, Castro claims 
that Cuba is saving a great deal 
of money by buying Soviet oil. 
According to one official state- 
ment, it will mean a 33 percent 
savings, compared to Venezuelan 
prices. But this is not supported 
by the facts. 

In bartering sugar for oil, 
Cuba has not done herself a 
favor. For the sugar is sold to 
the USSR below world market 
prices while the oil is supplied 
at regular world prices plus ex- 
pensive freight charges from 
Black Sea ports to Cuba. 


Hence, Cuba could have done 
better by selling its sugar in the 
open market and then turning 
around and purchasing Vence- 
zuelan oil. Castro’s spokesmen 
say that by using Soviet oil they 
will save scarce dollar exchange. 
This may be true, but whether 
this limited advantage is not 
more than outweighed by the ex- 
port of sugar below world prices 
remains to be seen. 

At the moment, Soviet oil ship- 
ments to Cuba, and also to Bra- 
zil and Uruguay, are relatively 
small, but if these three markets 
should ever be lured to switch 
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the bulk of their oil imports from 
the Caribbean to the Black Sea 
on the promise of a Soviet bar- 
ter-trade deal, the problems of 
the Latin American oil industry 
would be greatly aggravated. On 
the other hand, if this Soviet eco- 
nomic penetration does not take 
place, Latin America’s projected 
8.3 percent annual increase in 
consumption should be enough to 
absorb the maior share of the 
area’s oil surplus—not for the 
short run, perhaps, but certainly 
over the next ten to twelve years. 

END 





Current Canadian Budget and 
Economic Conditions in Canada 





(Continued from page 255) 


and on what terms, and how 
much they could borrow abroad. 

The fact that there is so much 
variance between the policies of 
the Progressive Conservative Ad- 
ministration in Ottawa in con- 
nection with these questions and 
the views of Mr. Coyne. shows 
that there must be considerable 
differences of opinion in Govern- 
mental circles in Ottawa on the 
whole matter of fiscal and econo- 
mic policies. 

Mr. Coyne, as Governor of 
the Bank of Canada, does not 
have a direct voice in the fram- 
ing of government monetary 
policies but his views certainly 
carry a good deal of weight 
there. 

However, in a Press Confer- 
ence held soon after the delivery 
of his Budget Speech on April 
First in Ottawa. ® Mr. Fleming 
did indicate that he would like to 
find some informal means by 
which the Federal Government 
could limit the amount of borrow- 
ing by the Canadian provinces 
and municipalities in the Ameri- 
can money markets. Like Mr. 
Coyne, he said that such borrow- 
ing was dangerous on a large 
scale because of the possibility of 
the disappearance of the present 
premium on the Canadian dollar. 


Why The Premium on the 
Canadian Dollar 


With this question is allied the 
one of the continuation of the 
present premium on the Cana- 
dian dollar which has been caused 
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by the large amount of American 
investments in Canada. Certain 
classes of Canadian exporters, 
such as the newsprint, asbestos 
and nickel corporations whose 
chief markets lie in the United 
States, have suffered to a certain 
degree from this situation during 
the past few years and pressure 
has been exerted on the Canadian 
Government to bring down the 
value of the Canadian dollar to 
par with the American one — if 
not depreciate it further. 

But Mr. Fleming in his Budget 


Speech indicated his Government | 
an || 


did not intend to undertake 
such devaluation measures at th 

present time. He said that the 
present premium on the Canadian 
dollar lowered the prices of man) 
American raw materials anid 
semifinished products used by Ca- 
nadian manufacturers and thi: 
helped to keep down the Canadian 


cost of living and production | 


costs. 


Sharp Attacks on United States 
Interests 


The whole question of the 
American economic penetration 
of Canada has become a sub- 
ject of widespread controversy 
there in recent years and is 
almost certain to be an issue in 
the next Canadian Federa! 
elections. 


Both of the Opposition parties | 


in the Canadian Parliament, the 
Liberal and the Co-operative 
Commonwealth Federation claim 
that the policy of the present ad- 
ministration in welcoming and 
assisting American investments 
by every means possible is steadi- 
ly increasing the American grip 
over the whole Canadian national 
economy and transforming Cana- 
da into an economic dependency 
of the United States. 

These groups claim that Cana- 
da will soon lose all control over 
her own economic destiny, and 
this view finds some support if 
one studies the facts of the case. 
According to a recent report by 
the Bureau of Statistics of the 
Canadian Government, ® in the 
year 1957 fifty-six per cent of the 
manufacturing industries in Ca- 
nada, ® seventy-six per cent of 
the oil and natural gas pipe lines, 
m and sixty-one per cent of the 
public utilities were foreign, con- 
trolled chiefly by groups in the 
United States. 
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These groups have also been 
attacking American corporations 
operating in Canada because they 
do not allow their Canadian 
shareholders any control of thei 
policies in that country. @ It has 
been suggested that corporations 
of this type, such as General 
Motors and General Electric, ap- 
point more Canadians to their 
Boards of Directors. 

@ In the same way, the present 

edministration in Canada is be- 
ing criticized in these same 
quarters for allowing such a large 
proportion of Canadian export 
trade (over seventy per cent) to 
he concentrated in the American 
iarket. These critics claim that 
he Canadian Government should 
ittempt to stimulate’ British, 
*rench, Belgian and Western 
yerman investments in Canadian 
nterprises to offset the flood of 
capital from south of the border, 
ind that it should try to cultivate 
*xport markets in Western Euro- 
pean countries, in the British 
Commonwealth, and in Latin 
America as an alternative to the 
United States market. 

@lIt has also been pointed 
out that the great bulk of these 
recent American investments 
has been going into the prim- 
ary and raw materials indus- 
tries, such as mining, rather 
than into finished manufac- 
tures, and as a result Canadian 
economic development has been 
lopsided during the past de- 
cade. 

Natural products industries 
have developed at a faster rate 
than manufacturing ones — a 
curious situation in a country of 
the economic maturity of Canada. 

This American economic inva- 
sion of Canada has also re-awak- 
ened that deep-rooted suspicion 
of the motives of the United 
States with regard to her north- 
ern neighbour, which have al- 
ways been present in certain 
regions of the country such as 
among the French-Canadians in 
the Province of Quebec, and 
among the residents of the adja- 
cent Province of Ontario where 
pro-British imperialist and anti- 
American sentiment have always 
been strong. 

However, from present indica- 
tions it does not seem as though 
this steady stream of criticism 
will have very much effect on the 
policies of the present adminis- 
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tration in Canada on the subject 
of American investments there 
for the time being. 

Most Americans believe that 
the interests of Canada and the 
United States are so broad that 
collaboration between the two 
countries is a natural, and that 
problems will be worked out to 
the advantage of both for that 
reason, no matter how strident 
the criticism from prejudiced 
voices becomes. But it is being 


generally recognized that this 
situation nevertheless calls for 
careful reflection and examina- 


tion on the part of American in- 
vestors, coming as it does at a 
time of world crisis. 

In this atmosphere it is be- 
lieved the danger exists that op- 
portunists might be influenced to 
think in terms of the confiscatory 
measures employed by various 
unstable governments in this re- 
volutionary world. In fact, in 
recent months Americans have 
expressed themselves strongly as 
being rather uneasy about mak- 
ing new Canadian investments, 
and are leaning toward the op- 
portunities that exist in the 
United States for the rehabilita- 
tion and development of the 
Southwest, which has been ne- 
glected because of lack of proper 
irrigation and fresh water sup- 
ply, as well as the potentials in 
the opening up of Alaska to more 
intensified development. 

American investors have been 
rather surprised and shocked that 
the Canadians, with whom they 


have lived in harmony these 
many years, resent them so bit- 
terly — especially since U.S. 


capital investments made in Ca- 
nada have developed her natural 
resources and built enterprises 
that have contributed so much to 
the well being of the Dominion. 
In fact. a great proportion of 
these funds represented venture 
capital which the Canadians 
themselves were unwilling to 
risk. But despite this friction, 


Americans have expressed the 
greatest affection and goodwill 
for Canada. END 


DIVIDEND NO. 82 === 
Hudson Bay Mining 
and Smelting Co., Limited 
A Dividend of seventy-five cents 
($.75) (Canadian) per share has been 
declared on the Capital Stock of this 
Company, payable June 13, 1960, to 
shareholders of record at the close of 


business on May 24, 1960 
J. F. McCARTHY, Treasurer 
































Business After Second 
Quarter 
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March quarter, but at that point 
merely stands level with its po- 
sition a year ago. Both of these 
companies are, again, too specu- 
lative for the average investor. 


Incomplete Data for Other Industries 


Among other industries the 
number of companies so far re- 
porting backlogs as of the end 
of the March quarter is too small 
to take as reliable guides to in- 
dustry trends. Just the same, it 
will be interesting to look at a 
few of these companies. Twin 
Coach which, despite its name, is 
principally a manufacturer of 


aircraft accessories, has main- 
tained a backlog almost un- 
changed at $30 millions from 


March, 1959, to the end of the 
recent quarter. The company’s 
sales and earnings have been ex- 
tremely uneven, and its stock 
could be regarded only as a spec- 
ulative medium. Of all corpora- 
tions on the accompanying list 
Emerson Electric shows the most 
favorable trend. This manufac- 
turer of small motors, which has 
also obtained an important entry 
lifted its 


into defense business, 
March quarter backlog to $64 
millions from $55 millions on 


December 31 and $38 millions a 
year ago. This experience, how- 
is far from typical. 


ever, 
Two shipbuilding companies, 
Newport News and New York 
Shipbuilding, show divergent 


trends. The latter holds a current 
(March 31) backlog 9° higher 
than at the year-end but a little 
lower than a year ago. New York, 
on the contrary, has_ suffered 
rather severe declines both dur- 
ing the March quarter and the 
preceding nine months. 


Two instrument companies, 
Fairchild Camera and General 
Precision Equipment, both show 
moderate gains in orders out- 


standing during the past year. 
Both of these companies have 
substantial military business. 
General Precision was formerly 
primarily a manufacturer of mo- 
tion picture projection apparatus 
but has shifted over largely to 
computing, missile guidance and 
aircraft simulating equipment. 
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A Brief Glance at New Orders 


Order backlogs arise, of course, 
from new orders, after the de- 
duction of shipments and bill- 
ings. New orders may, therefore, 
be regarded as giving a more di- 
rect guide to future business ac- 
tivity, although they lack the 
cumulative factor inherent in the 
backlog data. 

Manufacturers’ new orders 
(seasonally adjusted) are shown 
in an accompanying chart. They 
speak for themselves so clearly 
that almost any explanation is 
superfluous. But, very briefly, the 
new order index, at $29.8 bil- 
lions in January, $30.6 in Febru- 
ary and $30.1 in March, is lower 
than several months of last year, 
and certainly shows no recent 
stimulation. The picture is not at 
all unfavorable, but it displays 
no trace of an accelerating boom. 
Incidentally, the fact that new 
orders had increased steadily over 
a longer period of time—as 
should be expected in an expand- 
ing economy—while unfilled or- 
ders have displayed a declining 
trend, does give evidence of a 
steadily growing capacity rela- 
tive to demand. Just when this 
will turn into excessive overca- 
pacity may be a debatable ques- 
tion. 





Summary 


The foregoing analysis of man- 
ufacturers’ orders and invento- 
ries reveals nothing startling in 
the case of industry in general, 
although individual companies do 
naturally show broader varia- 
tions. 

The interpretation of the data, 
whether encouraging or unfavor- 
able, must depend partly on one’s 
point of view. The sales-inven- 
tory ratio is very close to normal 
but, if anything, just a trifle low. 
New orders have been steady. 
Order backlogs have tended to 
decline, but this may largely re- 
flect an approaching condition of 
over-capacity. 

The fact that these indices 
have remained constant when we 
are already enjoying a high de- 
gree of material prosperity is 
certainly favorable. No recession 
is indicated on the basis of com- 
mitments already made. But to 
those who have been looking for 
a super-boom the results just de- 
scribed will be disappointing. 

END 





The Diversities In First Quarter 
Earnings Reports 
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any clear industry trend, The 
copper miners were, of course, 
crippled by extensive strikes last 
year, but settlement is not re- 
garded as an unmixed blessing, 
as full-scale production threatens 
to exceed demand and undercut 
the current rather satisfactory 
price of 33¢ a pound. Largely 
insulated from the effects of the 
strike, American Metal Climax en- 
joyed a sharp rise of 32% in 
sales and customs, to $189.3 
millions, and this was carried 
through to a gain in net income 
to 67¢ from 53¢ a year ago, the 
latter figure including profits on 
investments of 18¢ a share. Si- 
multaneously with these favor- 
able results American Metal has 
sunk to a market low, and the 
location of its major affiliates in 
parts of Africa close to, although 
not yet affected by, some of 
the recent disturbances indicates 
some caution in appraising its 
outlook. Another success story 
was written by American Smelting, 
which boosted its earnings for 
the first quarter to $1.22 a share 
from 51¢ a year ago, and also 
felt confident enough in the fu- 
ture to raise the quarterly divi- 
dend from 25¢ to 50¢. The com- 
pany’s large interest in a newly 
developed property in Peru may 
start to contribute to profits this 
year. 

But the domestic producers did 
not fare so well. Phelps Dodge, 
which settled the strike in its 
mines on February 8, and at its 
Laurel Hill, N. Y. refinery, only 
on March 25, suffered a 25% set- 
back in sales, to $60.2 millions, 
and this was reflected in a deci- 
mation of net income, to 48¢ from 
$1.29 a share last year. Anaconda, 
holder of the world’s largest cop- 
per reserves (in this country 
and Chile), settled the strike at 
its domestic mines earlier than 
Phelps Dodge, and was less dras- 
tically affected, with a 20% de- 
cline in net income, to $1.21 from 
$1.52 a share. Potential price 
weakness makes any great profits 
spurt this year unlikely, and the 
events recited above also make it 
clear that the coppers must be 
regarded as individual companies 


rather than as components of a 
unified industry. 


Summary 


Most corporate executives con- 
tinue to believe, or at least have 
declared publicly, that 1960 will 
be “a very good average year— 
one of the best’”—to quote the 
somewhat enigmatic words of one 
official. Whether such optimism 
is justified remains to be seen. 
If automobile sales, which are 
now showing an encouraging re- 
covery from a slow start, hold up 
well for the balance of the year, 
1960 can still be close to one of 
the most prosperous years in the 
country’s history. The element of 
increasing competition in many 
lines, however, may not have 
been fully recognized in company 
planning, and in any case will 
make it necessary for corpora- 
tions to develop more sales for 
each dollar of earnings than they 
have been accustomed to do in 
the past. And, as the foregoing 
survey of first quarter results 
already indicates, results may 
vary widely from company to 
company depending both upon 
external conditions and the abil- 
ity of management to diagnose 
and respond to these conditions 
rapidly. END 
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Thompson Ramo. 


Soft 


Recent and current behavior 
rates as below average for a rela- 
tively large number of stocks. 
Some of them are Admiral Corp., 
American Can, Armour, Bendix, 
Case, Caterpillar Tractor, Chain 
Belt, Crane, Disney, Hooker 
Chem-cal, Industrial Rayon, 
Link-Belt, Mack Trucks, Monsan- 
to Chemical, Rheem, Scovill, Sin- 
clair Oil, Standard Packaging, 
Sun Oil, Texaco, Union Bag and 
Whirlpool Corp. 


Hospital Supply 


Exclusive of food, salaries and 
wages, which are the major 
items, supplies and equipment for 
established and new hospitals 
amount to a relatively big busi- 
ness, in which American Hospital 
Supply Corp. is by far the largest 
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company. Directly and through 
subsidiaries it has a line of many 
thousands of items of medical 
supplies, hospital furnishings and 
equipment. Its own manufactures 
provide around a fifth of sales. 
Operations extend to Latin 
Ameriea and Canada. An aggres- 
sive expansion policy is being fol- 
lowed, Rising each year, sales 
more than doubled from 1954 
through 1959, with a gain over 
130% in share earnings despite 
repeated additions to outstanding 
shares in exchange for acquisi- 
tions. In a gain over 10%, net 
was $1.47 a share last year. A 
moderate 1960 gain is likely, even 
though recent financing added 
over 8% more to share capitali- 
zation. Dividends are at a $0.65 
rate. The stock obviously is not 
cheap on present earnings at a 
current level of 4314. But it is 
hard to imagine a field in which 
steady growth over the years is 
more assured than in hospital 
supply. 


Babcock & Wilcox 


This leading maker of steam 
generating equipment has its big- 
gest market in the electric utility 
industry. For that reason, plus 
the time factor in designing and 
delivering heavy equipment, sales 
are not closely geared to the 
business cycle. On moderately 
lower sales, 1959 net rose to $2.58 
a share, from 1958’s $2.11, due to 
economies and better profits from 
tubular goods. Backlog, starting 
1960, was up 27% to $301 million. 
This is mostly equipment for 
1961-1962 delivery. Profit should 
reach $2.80-$2.90 a share for 
1960, rise further in 1961. The 
dividend is $1.20 plus stock ex- 
tras (1% in 1959, 4% in 1958 
and 1957). The stock is a better- 
than-average value at 34 in a 
1956-1960 range of 4714-26. 


Confidence? 


Most corporate managers say 
they are confident for 1960—but 
there were only 24 dividend 
boosts in April, against 54 a year 
ago. Otherwise, the news was 
good. There were fewer dividends 
passed or cut, and more extras, 
than in April, 1959. But the com- 
parison of increases in regular 
rates is more indicative of how 
hopeful or cautious is the think- 
ing of managements as to what 
may be ahead. END 
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This Is My God 
By HERMAN WOUK 


Herman Wouk has turned his pen 
to the service of a great world religion, 
and has written an account of the Jew- 
ish people and their faith as compelling 
and absorbing as one of his novels. For 
Jewish and Christian readers alike, 
this book will be a revelation of facts 
and insights about Judaism, the source 
of all Western religion. Many will find 
its chief value in the highly candid 
personal statement of faith by a major 
American author. 

There have been numerous works on 
Judaism, but never one written with 
the clarity, drive, and ironic humor 
of Th.s Is My God. Mr. Wouk paints 
the broad sweep of Jewish history with 
his well-known novelist’s skill. Under 
his pen, the Torah and the Talmud, 
thousands of years old, come to link up 
with the main problems and dilemmas 
of the twentieth century. The rites and 
holy days of the Jews quicken to life as 
an exciting, colorful drama of personal 
living. While the book is in hand the 
reader lives in imagination as a cul- 
tivated and keenly observant member 
of the House of Abraham. He learns 
about the modern movements within 
the old faith, and the vivid paradoxes 
of the new land of Israel. 

The Jewish people and their faith 
have always been a magnetic mystery 
in the culture of the West. The illu- 
mination of this mystery is the great 
achievement of this book. 
Doubleday 


The Lincoln Lords 


By CAMERON HAWLEY 


The Lincoln Lords is an extraordi- 
nary novel. With the same narrative 
skill that made Executive Suite and 
Cash McCall such wonderfully readable 
books, Cameron Hawley now achieves 
the full dimension of a truly major 
work. Many will read The Lincoln 
Lords for the sheer enjoyment of a 
fascinating story—few will fail to re- 
cognize that it is an incisively pene- 
trating study of our life and times. 
This is a truly rewarding novel, a book 
that no perceptive reader will soon 
forget. 

Again, Cameron Hawley displays his 
unique ability to make every reader an 
on-the-spot participant in the dramatic 
world of business, but the Coastal 
Foods Company is no more than a 
background for this big novel. In its 
simplest outline, The Lincoln Lords is 
the story of Lincoln and Maggie Lord, 
the story of a marriage, deeply prob- 
ing and warmly compassionate, richly 
detailed, intimately revealing. 

Lincoln Lord is one of those hand- 
some, likeable and prepossessing men 
who, today, are heading so many of 
the organizations and institutions that 
control our lives. He has shaped his 
whole career to the belief, so widely 
held, that “getting along with people” 


$3.95 


is the most important thing in the 
world. Outwardly, it has worked. He 
has gone up and up from one big job 
to another, the president of five dif- 
ferent companies during the past ten 
years—until, as the story opens, he 
finds himself suddenly forced to reap- 
praise his whole image of success. 

Is he, as his detractors claim, noth- 
ing but a front man with no real abili- 
ty except the talent to sell himself? 
—a brain-picker who parasitically pro- 
fits from other men’s ideas?—a phony 
who gets by only because of the magic 
of his personality? Or does he play a 
vital role in our complex modern so- 
ciety—the go-between who bridges the 
gap between the world of ideas and 
the world of action? 

It is not possible to understand Lin- 
coln Lord until you see behind his 
public mask—and Maggie Lord, his 
wife, is the only person who ever has. 
That’s why she is, in so many ways, 
the key character of this powerful 
story. Every wife who has ever found 
herself emotionally torn by secret 
doubts and fears as she has tried to 
help advance her husband’s career, will 
feel a strong kinship to Maggie Lord 
—and she will prove no less revealing 
to every husband who has ever won- 
dered what is really going on in his 
wife’s mind. 

Many other people come into this 
intensely dramatic novel, all of them 
brought to life by Cameron Hawley’s 
talent for giving flesh and blood reality 
to every character he creates. Beyond 
all doubt, The Lincoln Lords is his 
most important book, a bold contribu- 
tion to a better understanding of our- 
selves, our friends and families—and, 
perhaps, our whole modern civilization. 


Little, Brown $5.00 


The Co-Op Apartment 
By HAROLD N. VOGEL 

The increasing popularity of co-op 
apartments during the past fifteen 
years has been the most significant de- 
velopment in the housing picture of 
that period. Yet, in spite of the rapid 
spread and growing importance of 
co-ops, hardly anything had been writ- 
ten about them for the information of 
the general public. People who were 
considering buying a co-op were com- 
pelled to make their decision without 
a full knowledge of the facts. The 
literature that was available consisted 
of nothing more than pamphlets pub- 
lished by real estate firms and the 
Federal Housing Administration. 

This situation has now been cor- 
rected with the publication of THE 
CO-OP APARTMENT. Written espe- 
cially for the middle-income public, 
it contains all the information the 
prospective buyer must have if he is 
to make u wise decision. This book 
should provide all those interested in 
purchasing a co-op with all the neces- 
sary information. 
Libra Publishers $2.50 
445 W. 28rd St., N.Y. 
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Are Your Securities 


OUT OF LINE 


— with Investment-Business Prospects? — With Your Own Aims? 


Sows of the securities you own may have 
been a good buy when you acquired them 
... but may be a better sale today. 


We have never advocated continuous 
switching of issues—but the conservative 
investor should be the first to replace any 
securities which, through change, no longer 
measure up to the standards of quality, in- 
come or growth he wants to maintain in his 
portfolio. 


Never before has there been such an ava- 
lanche of new products, “special use” ma- 
terials, new techniques— with activities 
ranging from the ocean depths to outer 
space. Certainly this is no time for a “do 
nothing” investment policy. 


It is the function of Investment Manage- 
ment Service, through careful, well-timed 
recommendations, to place and keep your 
investments “in line” with the march of 
scientific achievement, industrial advance- 
ment and investment opportunity. 


Expert Analysis of Your Present Holdings: 


Our first step in serving you is to make a 
detailed report—analyzing your entire list— 
taking into consideration income, safety, 
diversification, enhancement probabilities— 
today’s factors and tomorrow’s outlook. 


Issues to Hold and Advantageous 
Revisions: 


Definite counsel is given on each issue in 
your account ... advising retention of those 
most attractive for income and growth ... 
preventing sale of those now thoroughly 
liquidated and likely to improve. We will 
point out unfavorable or overpriced securi- 
ties and make substitute recommendations 
in companies with unusually promising 1960 
prospects and longer term profit potentials. 


Close Continuous Supervision of 
All Holdings: 


Thereafter—your securities are held un- 
der the constant observation of a trained, 
experienced Account Executive. Working 
closely with the Directing Board, he takes 
the initiative in advising you continuously 
as to the position of your holdings. It is 
never necessary for you to consult us. 


When changes are recommended, precise 
instructions as to why to sell or buy are 
given, together with counsel as to the prices 
at which to act. Alert counsel by first class 
mail or air mail and by telegraph relieves 
you of any doubt concerning your invest- 
ments. 


Complete Consultation Privileges: 


You can consult us on any special invest- 
ment problem you may face. Our contacts 
and original research sometimes offer you 
aid not obtainable elsewhere—to help you 
to save—to make money. 


Help in Minimizing Your Taxes: 


We keep in mind the tax consequences of 
each transaction and help you to minimize 
your tax liability. (Our annual fee is al- 
lowed as a deduction from your income for 
Federal Income Tax purposes, considerably 
reducing the net cost to you.) 


Annual Personal Progress Reports: 


Throughout the year we keep a complete 
record of each transaction as you follow our 
advice. At the end of your annual enroll- 
ment you receive our audit of the progress 
of your account showing just how it has 
grown in value and the amounts of income 
it has produced for you. 


by | investors with $40,000 or more we shall be glad to send full information on Invest- 
ment Management Service. Our annual fee is based on the current value of the securities 
and cash to be supervised—so if you will tell us the present worth of your holdings or list 
them for our evaluation—we shall quote an exact fee—and answer any questions as to 


how our counsel can benefit you. 


INVESTMENT MANAGEMENT SERVICE 


A division of THE MAGAZINE OF WALL STREET. A background of over 52 years of service. 


120 WALL STREET 


NEW YORK 5, N. Y. 





Like the Vast Operations of a Railroad... 


there's more to Cities Service 
than meets the eye! 
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Railroads cover the country 
with a complex web of tracks. 
New York is served by 14 dif- 
ferent lines... Chicago by 33 
... Detroit by 10. Railroads 
have always played a vital part 
in the growth and prosperity 
of our cities and towns. 


America has 394,804 miles of railroad track 
serving 412 million passengers and transport- 
ing more than 2,500,060,000 tons of freight 
every year. It takes more than one million rail- 
road employees to perform this enormous task. 

But few people realize all that stands behind 
modern railroad transportation. 

Likewise, few motorists pulling into their 
local Cities Service station think of the vast 
network of people and facilities behind that 
tankful of gasolene. It takes Cities Service 
drilling crews in four continents, thousands 
of miles of pipelines, huge refineries and mod- 
ern research laboratories to produce gasolene. 

And it takes investment... over a billion dol- 
lars so far to build and maintain these modern 
Cities Service facilities. 

Only in this way can America 
have what it needs for progress 

more jobs and more and better 
oil products. 








